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RAILROAD PROBLEMS 


MONDAY, MAY 19, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForeiGN COMMERCE, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to call, in room 1334, 
House Office Building, Washington, D. C., Representative Oren Harris 
(chairman) presiding. 

The CuartrmMAn. The committee will come to order. Today the 
committee resumes hearings with reference to problems of trans- 
portation. I think it is well known that the committee has held ex- 
tensive hearings on this entire subject over a preiod of several years, 
beginning in August 1955. It was the intention of the Chair, on 
behalf of the committee, to conduct the instant hearings on problems 
upon which we have not hitherto received a great deal of testimony, 
or concerning which recently several new proposals have been ad- 

vanced. I must note that we have had demands for extensive hear- 
ings. It has been the policy of this committee to fully develop every 
issue and every problem that it considers, insofar as possible. 

We are somewhat concerned, however, over the fact that extensive 
hearings on all of these issues have been held, not one time but several 
times. There are two or three of the items to be considered upon 
which very little testimony has been received, but on others we have 
received ‘voluminous testimony. 

We are concerned because of the many requests for further and 
obviously extensive hearings all over again. We have many requests 
from witnesses who have already been heard, not 1 time but 2 times, 3 
times, and more times, and who want to be heard again. 

I am going to have to say to those who come that we are going to 
respectfully request that we do not have a rehashing of the voluminous 
testimony on many matters heretofore gone into, but to limit your 
testimony to the problems under the items which this committee has 
announced it will consider. 

Please do not misunderstand me. This is no attempt to cut any- 
body off. But this is a very busy committee and we simply cannot 
afford, on these and other important issues, to continue taking repeti- 
tious testimony. 

I hope everyone will understand that it is a matter of conserving 
the time of the committee, which is very, very important, and it is a 
matter of saving expense to the taxpayers, because these hearings 
cost money. 

Again I repeat, we want to fully develop all questions, and we are 
going to do that as nearly as possible. 


1 








2 RAILROAD PROBLEMS 


Furthermore, if it is expected to have consideration given to these 
and other important things before the committee, we simply cannot 
be in session conducting hearings all the time. I think it might be 
noted that we are getting fairly well along in this session of the 
Congress anyway. Anything that we are going to be able to do on 
this problem and other highly important erobteme, which many of 
you are interested in, will mean that we will have to get down to 
some executive sessions. I merely present this caution so that you 
might know what our problem is, too. It is very obvious to me, 
from the many requests that we have, and the number of witnesses 
that we have on the list requesting to be heard, that we cannot pos- 
sibly conclude this week. Apparently it is going to take another 
week. That takes us to the last of the abel { hope that every- 
one, realizing your interest in these problems, will understand our 
problems too. We want to accommodate you, and we will, insofar 
as ible. 

n these sessions this week, we shall hear further witnesses upon 
the matter of interstate control over the abandonment of passenger 
service and facilities, which is one of the items we have had very 
little on. We shall also take up the subject of expediting intrastate 
rate procedures, which has to do with the same problem; inquirin 
into the proposals by certain railroads for financial assistance throug 
the deferral of taxes provided by what is called a construction reserve. 
That is something we have had very littleon. And, finally, to receive 
comments upon the suggestions for meeting the problems of competi- 
tive ratemaking which have been made by the Secretary of Commerce, 
the Senate Transportation Subcommittee, and others. I am sure 
you understand that I mean by that that we have held hearings on 
proposed ratemaking changes in the summer of 1955, the fall of 1955, 
the spring of 1956, and again in 1957. 

The committee has a proposal before it, H. R. 11527, upon which 
hearings have been held. I am hopeful that it will not be necessary 
to play that record over again, because we have taken considerable 
een on it. We have already covered the subject with reference 
to amendments to the proposal referred to as the agricultural com- 
modities exemption provision, and we held extensive and voluminous 
hearings on that. I see no reason that it would be necessary to take 
further hearings on that. Mr. Rogers did a splendid job in hearing 
everyone on it. ‘ 

Tine with reference to the problem of the pseudoprivate carriers. 
That is one of the issues involved here. We have had extensive 
hearings on that. Mr. Flynt, Mr. Friedel, and others helped us out 
on that, and I hope it adiaes be necessary to hold those over again. 
So with these, if you will pardon me for referring to them, admo- 
nitions, you help us, and we will try to help you. 

In the hearings this morning, to begin with, Mr. Leighty, chair- 
man of the ron Labor Executives Association, made a request 
following the hearings several days ago on the other items, that he 
be heard on the question of abandonment of facilities by present pro- 
cedures, and the problem of intrastate rates, I believe, perhaps also 
the construction reserve. 

Certainly Mr. Leighty, as well as others who are interested in these 
problems, is entitled to be heard. So our first witness this morning 
will be Mr. Leighty. 
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STATEMENT OF G. E. LEIGHTY, CHAIRMAN, RAILWAY LABOR 
EXECUTIVES’ ASSOCIATION 


The Cuarrman. Mr. Leighty, we are glad to have you back before 
the committee, and you may proceed. 

Mr. Leicutry. Thank you, Mr. Chairman. I would like to preface 
my prepared statement briefly, and along the lines of your discussion 
as to how you would desire to have these hearings progress. 

On these various matters we submitted testimony in 1955, very 
briefly, with respect to ratemaking. We have not heretofore dis- 
cussed these other problems and the overall railroad problem as we 
visualize it, and which we believe it is necessary to consider in order 
to arrive at a proper conclusion of what should be done in these vari- 
ous areas. This statement is prepared for the purpose of discussin 
the railroad situation from the standpoint of the million railroa 
souployens who are involved, and who have not appeared previously 
before your committee on these various items. 

The Cuarmman. I do not want you to think because of what I said 
it was principally directed to you, Mr. Leighty. If any of the other 
witnesses were sitting where you are, I would have said the same 
thing. 

Mr. Leicuty. I appreciate that, but I want to make clear our posi- 
tion in connection with this, because I will be the only witness who 
will appear for the organizations in connection with this subject, and 
that is the general railroad subject. 

We have condensed our statement just as much as we feel it could 
possibly be condensed, and I believe that time would be saved by read- 
ing this condensed statement and interposing some comments from 
time to time, as it may appear necessary. 

I will be as brief and will not read any portions that I do not 
think are essential. 

The Cuatrman. I observe that you have a number of exhibits which 
you have’ presented to the committee along with your statement. Do 
you desire that these exhibits be included in the record ¢ 

Mr. Letcury. Yes. We desire that the exhibits be included. I 
will have some comments in connection with the exhibits, and they 
are referred to in the statement in various places. 

The CuarrmMan. Well, very well. They will be included with your 
statement in full. 

Mr. Leienty. Thank you. 

My name is G. E. Leighty. I am president of the Order of Rail- 
road Telegraphers, and am chairman of the Railway Labor Execu- 
tives’ Association. The Railway Labor Executives’ Association is 
an organization of the chief executives of the standard railway labor 
unions which represent practically all employees of the railway in- 
dustry. The chief executives of the following organizations are 
affiliated with our association : 

American Railway Supervisors’ Association 
American Train Dispatchers’ Association 
Brotherhood of Locomotive Engineers 

Brotherhood of Locomotive Firemen and Enginemen 
Brotherhood of Maintenance of Way Employees 
Brotherhood of Railroad Signalmen of America 


Brotherhood of Railroad Trainmen 
Brotherhood of Railway Carmen of America 
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Brotherhood of Railway and Steamship Clerks, Freight Handlers, Express and 
Station Employees 
Brotherhood of Sleeping Car Porters 
Hotel and Restaurant Employees and Bartenders International Union 
International Association of Machinists 
International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 
Forgers and Helpers 
International Brotherhood of Electrical Workers 
International Brotherhood of Firemen & Oilers 
International Organization Masters, Mates & Pilots of America 
National Marine Engineers’ Beneficial Association 
Order of Railway Conductors and Brakemen 
Railroad Yardmasters of America 
Railway Employees’ Department, AFL-CIO 
Sheet Metal Workers’ International Association 
Switchmen’s Union of North America 
The Order of Railroad Telegraphers 
All railway workers are greatly concerned by the matters being 
considered by your committee, and we are directly interested in the 
legislative proposals which have been suggested by the carriers. I 
shall direct my discussion to the general aspects of the current railway 
situation and will state the position of railway labor on the legislative 
proposals which have been suggested to your committee. 
Specifically, I shall discuss the following matters: 
1. The general railway financial condition. 
2. The special problems of railway passenger service. 
3. The unemployment problem of railway workers. 
4. The position of railway labor on the carriers’ legislative 


proposals. 


I. THE RAILROAD FINANCIAL POSITION IS NOT UNFAVORABLE IN THE LIGHT 
OF PAST EXPERIENCE AND THE CURRENT GENERAL ECONOMIC SITUATION 


The carriers have not presented to your committee or to the Senate 
committee a complete picture of the financial and operating position 
of the railway industry. They have selected from the great mass of 
statistical election available those elements which disturb them 
most, and are most unfavorable. 

Their presentation—based on incomplete information and improper 
emphasis—has conveyed a general picture of hopelessness and despair. 
Their portrayal is not accurate, and the carriers have given your 
committee a one-sided presentation. 

We, of railway labor, recognize that the railways have some prob- 
lems, and we wish to help in every way possible to find solutions to 
those problems. But we feel this committee should proceed from a 
complete and sound appraisal of the true condition of the industry— 
not from the incomplete and misleading data presented by the 
carriers. 

In our presentation we shall try to fill in those elements of the 
overall railroad picture which the carriers have omitted. 

In my discussion I shall emphasize the following points: 

A. Fundamentally, the capital structure of the railroad industry 
and its physical condition are as good at any time in history. 

B. In spite of increases in prices and wages during the postwar 
period, unit costs of operation have not risen excessively. 

C. Rates and fares have increased enough to cadets revenues to 
keep pace with rising costs. 
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D. As a result, net earnings have been extremely stable since the 
end of World War II. 

KE. In spite of the substantial decline in general business conditions 
in 1957, railway net earnings have continued at a relatively high level. 

F. The future outlook of the railways is excellent. 


A. FUNDAMENTALLY, THE CAPITAL STRUCTURE OF THE RAILROAD INDUSTRY AND ITS 
PHYSICAL CONDITION ARE AS GOOD AS ANY TIME IN HISTORY 


Until very recently, the railways have always been plagued by heavy 
funded debts and high fixed charges. In 1938, the Interstate Com- 
merce Commission observed in its annual report: 

The chief contributory factor to railroad distress * * * has been the great 
volume of indebtedness. From its beginning the railroad industry has used 
borrowed funds in large proportion in the creation of its properties, with the 
result that the return paid to investors has to a very considerable extent taken 
the form of fixed interest on bonds instead of dividends on stock * * *. When 
railroad earnings dropped with the great fall in the demand for their services, 
they could and did suspend payment of * * * dividends, where necessary, but 
they could not suspend * * * interest without default in enforcible legal obliga- 
tions. In view of the relatively large volume of their indebtedness, therefore, 
many railroads have been driven into receivership or bankruptcy. 


The capital structure of the railroad industry has been dramatically 
improved since the period referred to in this statement of the Inter- 
state Commerce Commission. Prior to World War II, the carriers’ 
funded debt in the hands of the public was in excess of $10 billion. 

This debt was supported by a net investment in road and equipment 
which ranged from about 20 billions in 1921 to 23 billions in 1938. 

Thus, debt throughout that period made up nearly one-half of the 
gross investment of the railways. At the end of 1955, railway gross 
investment was about 27 billions, and funded debt in hands of the 
public had fallen to just over 8 billions. Thus, today, railways have 
long-term debts amounting to less than one-third of their investment. 

This improvement in the capital structure has had a large and sig- 
nificant effett on the relationship between revenues and fixed charges. 
In 1938 fixed and contingent charges on debt were $627 million, with 
operating revenues of $3,565 million. In 1957 fixed and contingent 
charges were $420 million and operating revenues were $10,491 mil- 
lion. Thus, 18 percent of revenues were needed in 1938 to pay fixed 
charges. Today, only about 4 percent of revenues are required to 
meet charges. 

As a result of this great change in their capitalization, the carriers’ 
coverage of their fixed charges has been vastly improved, and is far 
better than it was even in the best years of the prewar period. 

In 1929—which is generally regarded as one of the best years of 
railroad history—the carriers as a whole earned their fixed charges by 
a ratio of just over 2 to 1. 

In 1957—which we know was a year in which earnings dropped 
off substantially—the carriers nevertheless covered their fixed charges 
by a ratio of nearly 3 to 1. For the information of your commit- 
tee, I have included as exhibit 1, hereto, a statistical statement show- 
ing the relationship of fixed charges to revenue and income available 
covering the period from 1921 to 1957. This demonstrates quite 
clearly the effects the carriers have realized from the great improve- 
ments made in their capital structure, 
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_ The debt today is significantly different in composition from what 
it was in the prewar period. Before the war, over 90 percent of the 
debt was long-term funded debt; equipment obligations were of minor 
importance. 

Today equipment obligations are more than one-quarter of the total 
debt. This is important since equipment obligations are of short dura- 
tion and their maturities are usually paid for out of current deprecia- 
tion accruals. 

This improved capitalization has taken place during a period in 
which the carriers were investing enormous amounts for additions and 
betterments in their plant and equipment. 

In the years since the end of the war, gross capital investments of 
the railways have averaged close to $1 billion per year. In some years 
they reached nearly $114 billion. As exhibit 2 shows, this investment 
rate is far above the levels of any year in the past. 

Through these expenditures, the carriers have made great improve- 
ments in their equipment. Exhibits 3 and 4 show the age of railway 
equipment in recent years as compared to what it was in earlier years. 
Over half of the locomotives in service today are under 10 years 
old. Nearly half of the cars are 15 or less years of age. The industry 
has almost completely converted to diesel operation in the last two 
decades. 

The overall age of their freight car fleet is lower than it has been 
in many years. This does not mean that their equipment building 
program is complete or that they won’t have to continue to make addi- 
tional expenditures in the future. It does mean that great improve- 
ments have been made and that railroad equipment generally, if it 
were adequately maintained, would be as good as it has ever been. 

Unfortunately, railroad equipment has not had adequate service 
and maintenance in recent years. Even new loccomotives and new 
cars must be kept in good repair by continuing inspections and care- 
ful maintenance. 

The carriers have not provided such proper maintenance; they 
have allowed equipment which has cost them millions of dollars to 
deteriorate to the point where it couldn’t be used. 

In recent years the proportion of bad-order cars has reached rec- 
ord levels, and, as a result, the carriers have been critically short of 
equipment when they were faced with heavy seasonal traffic loads. 

The carriers have also spent substantial sums to improve their road 
properties during the postwar years. New and greatly improved 
signaling systems have been constructed, automatic classification yards 
have been built, ties and rails have been replaced. 

Even in railway offices, new equipment and techniques have im- 
proved efficiency—with some carriers introducing electronic com- 
puter systems to replace old accounting methods. h 

Again with road property as with equipment, some of this invest- 
ment has been wasted because of the foolish maintenance policies 
of the carriers. Many railroad managements have not kept their 

roperties in good repair. As a result, they unquestionably have 

ost some of the value and return they should have realized from 
their expenditure for additions and betterments. 

These additions and betterments have been financed without im- 
pairment of the improved capital structure the carriers have achieved. 
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New equipment and some road property improvements have been 
financed in part by issuance of equipment trust obligations and 
through conditional sales contracts. 

The cash outlay arising from downpayments and maturities have 
been met through cash available from net earnings and depreciation 
accruals. 

Exhibit 5 shows the total net cash flow of the carriers through the 
years and the total amounts of outstanding equipment oblig: ations. 
These obligations usually mature in 10 to 15 years. 

It is clear that the cash flow of the carriers is more than adequate 
to meet such maturities, at the present time. Overall, the capital 
structure of the carriers, their ability to meet fixed charges, and their 
physical condition are better than ever before in history. 

I want to refer you just for a moment to exhibit 5 that you have 
before you. It contains a tabulation from the years 1921 through 
1957; it shows the net income. That is the amount of money the 
varriers have left after paying all expenses, including interest, fixed 
charges, taxes, and all other expenses that they may have. 

It is their net amount of money they have left. The depreciation 
charges are the amounts that they have been permitted, under ICC 
regulations, to take out of their revenues and put aside to meet de- 
preciation costs. In other words, to purchase new equipment or to 
meet any of their other expenditures that they may have, because 
there is no provision that this depreciation allowance can only be 
used to improve the property through the purchase of new equip- 
ment or capital expenditures. You will notice there then that from 
1942 through 1957, with the exception of 3 years, 1946, 1947, and 1949, 
the net amount of money available to them for those purposes ex- 
ceeded $1 billion, and in several years it approached $1.5 billion. 

Those amounts, as you will note, have been sufficient to pay the 
amounts of capital expenditures for additional betterments, as shown 
on exhibit No. 2, which I referred to just briefly. 

In fact, it leaves them, after making those expenditures, the cash 


remaining to them averaging about $100 million a year in each of those 
years for other purposes. 


B. IN SPITE OF INCREASES IN PRICES AND WAGES DURING THE POSTWAR PERIOD, UNIT 
COSTS OF OPERATION HAVE NOT RISEN EXCESSIVELY 


In their presentation before the Senate committee, spokesmen for 
the railways emphasized increases in the costs of operation which they 


say have affected their earnings, particularly in recent years. Mr. 
Loomis, for example, stated that: 


Costs for labor and materials are continuing to increase in the face of declin- 
ing traffic. Since November 1, 1956, labor and material costs have increased by 
$870 million on an annual basis. 


This statement is typical of the misleading impressions given in the 
carriers’ presentations. 

In fact, total compensation of all railway employees increased by 
only $33 million from 1956 to 1957. Those are the total payments in 
those 2 years, and total railway operating costs and taxes—includin 
all expenses, equipment, rents, payroll, and income taxes—increase 
less than $95 million in 1957 over 1956. 
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The hourly wage rates of railway workers and the prices paid by the 
railways for materials and supplies have all increased substantially 
during the postwar years, in pace with the wage progress of other 
American workers and with the general price level. But unit costs of 
operation have not increased proportionately, and, with increased 
freight rates and passenger fares, the railways’ earnings have been well 
maintained. 

We have shown on exhibit 6 the trend of unit costs of operation— 
including expenses, rents, and taxes—for the years from 1921 to 1957. 
On the same table, we have shown the trend of the Consumer Price 
Index and the Wholesale Price Index, published by the United States 

Department of Labor. 

Since 1945 total railway costs per gross ton-mile have increased by 
only 39.7 percent. In the same period, consumer prices have risen 
56.3 percent, and the Wholesale Price Index by 70.9 percent. 

Comparisons based on earlier years reveal similar trends. In 1957 
costs per gross ton-mile were 92.8 percent above 1939, with the Con- 
sumer Price Index and Wholesale Price Index showing i increases of 
102.4 percent and 134.7 percent, respectively. 

Thus, in spite of the increases in wages, materials, and supplies and 
other items, the actual costs of providing railway service have risen 
less than the general price level. 


C. RATES AND FARES, AND REVENUES PER TRAFFIC UNIT AND PER GROSS TON-MILE HAVE 
KEPT PACE WITH RISING COSTS 

The railways have sought for and received successive increases in 
freight and passenger charges from the Interstate Commerce Commis- 
sion during the postwar period. These increases have been enough to 
keep railway revenues generally in line with increases in unit costs. 

The effect of increased rates and fares is reflected in revenue per 
ton-mile and revenue per passenger-mile. Exhibit 7 shows the trend 
of these elements from 1921 to 1957. Revenue per ton-mile rose from 
0.959 cents in 1945 to 1.445 cents in 1957—an increase of 50.7 percent. 
Revenue per passenger- mile in the same period rose from 1.871 cents 
to 2.839 cents, or 51.7 percent. 

It will be noted that these increases were more than the increases 
in unit costs. 

These increases in rates have yielded revenues far above the level 
of even the best prewar years. Railway operating revenues rose above 
$10 billion for the first time in history in the year 1951. They have 
fallen below that level only once since that year—in 1954. In 1957, 
operating revenues remained close to $10.5 billion. 


D. AS A RESULT, NET EARNINGS OF THE RAILWAYS HAVE BEEN EXTREMELY STABLE 
SINCE THE END OF WORLD WAR II 


Railway profits today are more stable than at any time in history. 
Exhibit 8 shows the trend of net income for all class I railways, 1921 
to 1957. Net income is the amount the railways have left as profit 
after paying all costs of operation, depreciation, equipment, and fa- 
cility rents, all taxes (including income taxes), and all fixed and 
contingent charges. 

Prior to World War II, the net earnings of the carriers fluctuated 
over a very wide range. 
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In good years, like 1929, net income went as high as $896 million. 
In bad years, like the depression years of the 1930's, the carriers had 
net deficits—with deficits reaching a peak of $139,204,000 in 1932. 

Since the end of World War LI, there has been no year in which 
the carriers as a whole have run into the red. In good years like 
1953 and 1955, net income went above $900 million—attaining the 
highest levels in history. In one of the recession years—1949—net 
income dropped below $500 million. In all other years, including the 
recession years 1954 and 1957, net earnings have held up at levels 
comparable to many of the very good years of the past. In 1957, for 
instance, net income was $734 million—which was higher than the 
level of 1925, 1927, 1948, and 1951, and only slightly below 1926, 1928, 
1950, and 1952. All of these years were considered very profitable 
years for the railroad industry. 

Of course, we recognize that American railways do not constitute 
one single system or corporation, and have no common pocketbook. 
But, in general, the individual railway companies themselves are in 
better condition than ever before. 

Exhibit 9 shows summary statistics on the mileage of line-haul 
railways operated by receivers or trustees as of various dates from 
1895 to 1956. As this table shows, at some periods of the past very 
heavy proportions of total railway mileage were insolvent. 

In the depression years of the 1930’s nearly one-third of total mile- 
age was being operated by receivers or trustees. At the end of 1956, 
only sixty-eight one-hundredths of 1 percent of total railway mileage 
was in the hands of receivers and trustees. 

Some railways did have net deficits in 1957, of course, but the num- 
ber was far below that of past years. Exhibit 10 shows the number 
of carriers with net incomes and net deficits for each year since 1929. 

In 1957, only 16 carriers failed to make a net profit after all cost, 
taxes, and charges. This was fewer than in any prewar year shown, 
including 1929, when there were 20 such carriers. 

In some: depression years over half of the carriers operated with 
net deficits. Definitely the situation as of 1957 was a vast improve- 
ment over these earlier periods. 

I want to refer you very briefly to those two tables. Exhibit No. 9 
goes back to 1895, up to 1956, and it shows the mileage of line haul 
steam railways operated by receivers or trustees at various dates. 

You will notice that as late as 1940, in fact, that was the highest 
year—75,000 line-miles of railways was in the hands of receivers or 
trustees, or 30 percent. 

In 1956, that had dropped to 1,594 miles, or less than 1 percent of 
the total railroad mileage. 

Exhibit 10, of course, shows the number of line-haul railways, class I 
line-haul railways, that operated with a net income or a deficit in the 
various years from 1929 through 1957. 

There has been a decrease in the number of class I railways, because 
some years ago a change was made in the definition of class I railways. 
For many years, a railway with revenues of more than $1 million was 
considered a class I railway. 

Some years ago that was changed to railways with gross revenues 
of over $5 million. So that accounts for the decline in the number of 
class I railways during that period. You will note that in 1957, only 
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16 operated at a deficit. Those roads that operated at a deficit, 
charged, in accordance with ICC accounting procedures, contingent 
charges against their operations before arriving at the final outcome, 
and on a number of carriers that resulted in showing a deficit. 

As a matter of fact, these contingent charges were not paid because 
they were not earned, so those railroads, except from an accounting 
oe did not operate at a deficit in that year or in the year 
shown. 

Most individual railways earned substantial profits in 1957 and 
some made more money in 1957 than they did in 1956. Exhibit 10A 
is a tabulation of selected financial data for the 59 principal railways 
in the United States, designated by the Interstate Commerce Com- 
mission as large railways in its monthly statement M-150. This ex- 
hibit shows clearly that 1957 was a good year for most of these 
railways. 

Only 1 carrier out of the 59 large railroads covered in this tabulation 
had an operating deficit in 1957. That means only one carrier failed 
to pay the full costs of its operations, including all expenses, deprecia- 
tion, and taxes. 

Only six carriers failed to cover all of these expenses and their 
interest, and other fixed and contingent charges. ( if these 6, 2 made 
their fixed charges, but simply failed to make interest on income 
bonds—interest that was not payable and not paid since it was not 
earned. 

That refers to the 2 of the 59 shown there, not of the entire total 
of class I line-haul railways. 

We have shown on this table, the amount of depreciation and the 
total cash available from operations, which is the sum of net income 
and depreciation charges. This is all money which has been taken 
in by the carriers during the year and which is available for use as 
the carrier managements see fit—to pay dividends, to buy new equip- 
ment or replace old equipment, to finance other improvements, to 
retire debts, or for other purposes. 

Fifty-eight out of the total of fifty-nine carriers had net cash 
available from their 1957 operations. 

Exhibit 10A is composed of 9 pages, and there is an explanation 
of the terms used on the last page. Most of those terms have been 
explained to you in the context which I have read to you. 

ut if you will notice, in the eastern region in 1957, on the first 
page, all of the carriers shown had a net income. Again in the eastern 
region, all of the railroads, except two, had net income. The Grand 
Trunk Western failed to have any net income, but the Grand Trunk 
Western, as everyone knows, is a subsidiary of the Canadian National 
Railways. That method of operation has been something that has 
continued over the years, because the Canadian National believes that 
the Grand Trunk Western is a sufficient feeder to them to warrant 
the deficits that they incur from year to year. 

In other words, the revenues that they receive from the business 
that goes on into Canada, and which is received by the Canadian 
portion of their system, is more than sufficient to offset the deficits 
shown here. There, again, you get back to the situation of charging 
all expense of one operation, and the results. 
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That isn’t necessarily the net result of a system. It isn’t in the 
case of the Grand Trunk Western. The Lehigh Valley also showed 
a deficit in net income of a relatively small amount, but with their 
depreciation, their cash available from operations was over $2.5 mil- 
lion, and they also had their contingent interest, which was not paid 
as an additional amount, which they did have. 

Strange as it may seem, the Long Island Railroad, which we have 
heard so much about in years, had a net income in 1957 which exceeded 
their net income in 1956. That is shown on the bottom of page 2. 
When you go to page 3, you only find one railroad that had a deficit 
in their net income, the New Haven. They show a net income deficit 
of $2,263,000, but they also show a contingent interest charge which 
was not paid of $2,373,000. 

That railroad, in addition to practically breaking even in their 
operations, had a depreciation allowance that year of $9 million. 
When you go to page 4, the first deficit shown on that page is in the 
southeastern region, where the Florida East Coast does show a net 
income loss of $1,400,000. But there, again, it is more than out- 
weighed by the depreciation allowance which it received. 

On page 5 we again have southeastern railroads. Each and every- 
one of them showed net income, some in very substantial amounts: 
Norfolk & Western, $44 million; the Southern $34 million. And in 
addition to those net incomes, they also had their depreciation allow- 
ances. I should not pass over the road that made the best showing, 
the Chesapeake & Ohio, shown on page 4. 

Their net income for 1957 was $67 million, as compared with $66 
million in 1956. They also had depreciation allowances of over $20 
million. On page 6 we find the western railways. The first one 
listed, Santa Fe, had net revenues in 1957 of $61 million, plus a 
depreciation allowance of $35 million. 

The next one shown with a deficit is Northwestern. They show 
a net income deficit of $416,000. However, they show a contingent 
interest chargé of $3 million. So, as a matter of fact, their net opera- 
tion was not a deficit, and in addition they had their $16 million 
depreciation allowance. 

On page 7, all of the railroads shown show a net income. The Great 
Northern, for example, with $26 million, and others of substantial 
amounts. On page 8, the only railroad showing a net income deficit 
was the Missouri, Kansas & Texas, They show a net income deficit of 
$855,000, but they have a depreciation allowance of over $4 million, 
and contingent interest charges of $677,000. 

The Cuarrman. Would you explain contingent interest a little 
bit further ? 

Mr. Lerieury. In the reorganizations of many of these railroads, 
they exchanged preferred stock, sometimes junior-grade bonds, for 
what they call income-bearing bonds. 

Those bonds are similar to preferred stock. They do not pay the 
interest on those bonds unless it is earned in that year’s operation. 
On a few of the carriers, it provides that that contingent interest 
can be carried over from year to year for several years. 

But that is the exception rather than the rule. It is similar to 
preferred stock and it is not paid unless it is earned. 


28621—58——2 
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Another reason why the M. K. & T. shows a deficit in 1957 is that 
they changed some of their accounting practices. 

Mr. Rogers. Mr. Chairman, may I ask one question about that? 

The Cuatrman. Mr. Rogers, 

Mr. Rogers. Is it sort of a sinking fund, your contingent interest? 

Mr. Letcury. No. Let’s assume that a carrier reorganized, and in 
the reorganization they issue, say, $50 million of mortgage bonds, and, 
say, $25 million of what they call income-bearing bonds. On the 
first item, the regular mortgage bonds, they are required to pay the 
interest whether it is earned or not. 

Mr. Rocrrs. They are required to set up a sinking fund for that, 
are they not? 

Mr. Leicury. Well, on some railroads they are required to do that, 
and with other railroads they are not. It all depends on the nature of 
the bond issue. These contingent bonds are bonds that were ex- 
changed for other securities, and they only draw interest in the event 
the carrier has an earning for that year and can pay that interest. 
Occasionally it provides for a sinking fund in connection with the 
second class of bonds, too, in years where the earnings are sufficient 
so that they can provide for a sinking fund for those bonds. 

But it varies from railroad to railroad. And whether or not the 
contingent interest is a carryover from one year to another varies 
from railroad to railroad. In most instances, if there is a carryover, 
it cannot be carried over for a period of more than 3 years. 

Mr. Rocers. If they set up this fund and charge this interest off as 
they go along, and then there is no interest to be paid, you take the 
position that that would come into their net income ? 

Mr. Leicuty. This is interest that is not paid because the carriers 
did not have sufficient earnings to pay it. Let’s assume, for example, 
that the carrier, after paying all of their expenses, ended up with 
net operating railway revenue, of, say, $10 million. One of the first 
charges they have to pay is their interest on these first-mortgage 
bonds. Then they have equipment obligations of some kind or 
another that must come out of that, equipment rents and things of 
that nature that come out of it. 

Then if there is a sufficient amount left, then the interest on these 
coningent bonds is paid. In most instances, the amount left must 
be more than the amount of the contingent interest, because only a 
percentage of the amount left is used for that purpose. 

Mr. Fiyntr. Mr. Chairman, I have a question which I would like 
to ask, if I may. 

Mr. Leienty. But it is charged against their accounts in accord- 
ance with ICC accounting procedures, whether they earn it or 
whether they pay it or not. 

Mr. Frrepet. Don’t they owe it? 

Mr. Leicuty. In many instances, I should say, it is wiped out in 
the year in which it accrues, if they don’t earn it. In some instances, 
it accrues for a period of 3 years, or until the total contingency 
interest obligations amount to a certain sum of money. Then it 
cannot go above that amount. But it is not an accrual such as an 
accrual is ordinarily understood to be. 

Mr. Frrepev. It is a debt, is it not? 
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Mr. Leicuty. No. It wipes out after a certain period of time. 
For example, after you reach the $10 million point in one railroad, 
that is as much as their obligations would be on this interest, even 
though their unearned interest on these contingent bonds should go 
up to $30 million. The total amount that they would have to pay 
on that would be $10 million. 

Mr. Fiynt. Your tabulations, however, indicate that you consider 
this an asset rather than a liability. 

Mr. Leiaguty. We have not added it into our totals. We have 
merely shown it. It has been deducted from the revenues in arriving 
at the net income. ‘That is the reason we show it as a separate item. 
This deficit of the M. K. & T. of $855,000, if the contingent interest 
was not included in that, the deficit would have been about $170,000 
instead of $855,000. 

The contingent interest is always deducted, under ICC accounting 
procedure, before you get your net income or net deficit, as the case 
may be. 

The CHatrmMan. You may proceed with your statement, Mr. 
Leighty. 

Mr. Letegutry. Yes, Mr. Chairman. 

On page 9 of exhibit 10A, it does not show any railroads that did 
not have net income. The Union Pacific had $78 million net income, 
and a depreciation allowance of $26 million. I said before the ex- 
planation of the terms is shown on the last page of exhibit 10A. 

Mr. Hatz. The Union Pacific is almost exactly the same for the 2 
years. They are closely similar. How do you explain that? 

Mr. Leiegnty. What carrier was that ? 

Mr. Hate. The Union Pacific. 

Mr. Leiaury. You will find that on several railroads, Congressman. 
The Union Pacific operates in the western territory which still is 
developing, and they have an exceptionally good territory. Then in 
addition to that, they have other net income from outside interests. 
For example, they have oil wells on some of their properties. That 
all enters into net income. It is not shown, however, in net railway 
operating income. The income from outside investments are shown 
in net income because it is income that was derived as a result of 
moneys used at some time or other from their railroad operations. 

But there are a number of other railroads. The Chesapeake & Ohio 
shows a similar situation. As you go through the tabulation, you will 
find a number of the other railroads. In fact, the Texas & New Orleans 
Railroad, on that same page, end up with a net imcome in 1956 of 
$5.6 million; 1957,$6.5 million. 

You will find the Western Pacific shows a net income of $3.6 mil- 
lion in 1956 as compared with $4.3 million in 1957. There are a num- 
ber of other carriers where you will find they show a larger net in 1957 
than they did in 1956. 

The carriers constantly complain that they are not earning 6 per- 
cent on their net investment which they consider to be an adequate rate 
of return. 

In this respect, they base their showing on an investment figure 
which has never been accepted as a base for that purpose by the Inter- 
state Commerce Commission. 








14 RAILROAD PROBLEMS 


Actually, only once in the entire span of years since 1921 have the 
carriers as a whole made 6 percent on their book investment. That 
was in the year 1942 when extraordinary wartime conditions raised 
net earnings to abnormal! levels. 

The adequacy of railway earnings can be measured also in relation 
to the common and preferred stock in the hands of the public. Exhibit 
11 presents this comparison. By this standard the carriers’ rate of 
earnings has been better in recent years than ever before. 

In 1956, the latest year for which we have these figures, the railways 
earned 13 percent on their outstanding equity capital. Although 1957 
earnings were lower than the 1956 level, earnings in that year—when 
they become available—also will show as more favorable than most 
past years. 

Clearly, railway earnings have been stabilized at a high level during 
the postwar period. 

The 1957 figures are available. As has been indicated previously 
the net income is $734 million for 1957. The capital stock is prac- 
tically the same as it was in 1956, and the rate of return is approxi- 
mately 11 percent for that year. You will note that on that basis, 
even in the so-called good years of the later 1920’s, 1925-29, carriers 
approached but did not reach the levels of 1953, 1955, and 1956 in 
rate of return. 

The Cuamman. On this rate of return, you have here exhibit No. 11. 

Mr. Letcuty. That is right. 

The CuatrMan. You show 1956, but is that a net return ? 

Mr. Letenty. Yes. That is a net return after payment of all 
charges. 

The Cuatrman. Do you mean they had a net return, the total rail- 
roads, of $908 million ? 

Mr. Letenty. That is correct. And for 1957, it was $734 million. 

The Cuarrman. Is that 13.8 percent? 

Mr. Leicuty. That is based on all of their capital stock, preferred 
and common stock, in the hands of the public. 

The Cuatrman. I certainly do not understand how that can be so 
widely varied from what was presented to us last week. 

Mr. Letcuty. That rate of return that was presented to you last 
week, Mr. Chairman, I would assume, although I have not seen it, is 
based on what they claim the net valuation of the railroads may be. 

The Cuarrman. The net investment, yes. 

Mr. Leicuty. This is based on the capital stock that is outstanding, 
after all interest has been paid on all bonds, contingent bonds, and all 
other expenses have been met. 

That is the rate of return on the capital stock. 

The Cuarrman. There is quite a difference on the rate of return on 
capital stock and the rate of return on net investment. 

r. Letieguty. There definitely is. The rate of return on invest- 
ment is computed. You take the railway operating revenues and com- 
pare that with what is considered or claimed to be the value of the rail- 
roads. That is before the deductions are made for bonds and other 
fixed charges. On that method of calculation, you reach a figure much 
lower than this. 

However, this tabulation is based on the capital stock that is out- 
standing in the hands of the public after all of the interest has been 
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— on all of the bonds, both contingent and regular, and all other 
xed charges have been met. 

Mr. Sprincer. Does that include depreciation, Mr. Chairman ? 

Mr. Leicuty. Depreciation has already been deducted from that 
amount. That isthe amount left after depreciation. 

The Cuarrman. Dividends are paid on the basis of capital stock ? 

Mr. Letenty. Dividends are paid out of net income on the capital 
stock outstanding. 

Mr. Hate. Is this after taxes as well ? 

Mr. Lxicuty. This is after taxes as well, yes. All taxes, income 
taxes, State taxes, all forms of taxes, after those this is the amount 
they have left. 


E. IN SPITE OF THE SUBSTANTIAL DECLINE IN GENERAL BUSINESS CONDITIONS IN 1957, 
RAILWAY NET EARNINGS HAVE CONTINUED AT A RELATIVELY HIGH LEVEL 


The high level of net income maintained by the railways in 1957 is 
particularly impressive in the light of the known relationship be- 
tween railway traffic and general business conditions. 

In 1957, the country as a whole entered a recession, followed by an 
effort to reduce inventories. 

In this period, retailers, wholesalers, manufacturers, and suppliers 
of raw materials all tend to reduce orders and production so as to 
liquidate excessive stocks of goods on hand. 

The immediate effect of such a development is to cut down the 
amount of materials and products moving in commerce; that is, the 
retailer stops ordering from the wholesaler, the wholesaler cuts down 
on his orders of manufactured goods, and the manufacturer reduces 
his orders of raw materials. This means, of course, a tremendous 
reduction in the amount of transportation needed, and the railways 
suffer a decline in traffic volume accordingly. 

Thus, while inventories are being cut back, railway traffic declines 
even more than total sales and consumption. However, when business 
starts to rebuild inventories, the reverse of this cycle takes place, and 
railway traffic spurts ahead faster than consumption in general. 

The performance of the railways in 1957 was clearly very favorable 
since net earnings were retained at a high level at a time when busi- 
ness was falling off drastically. 

Mr. Har. Mr. Chairman, may I ask a question? 

The Cuatrman. Mr. Hale. 

Mr. Mar. Going back to exhibit 11, your figures on capital stock; 
is that capital stock taken at par? 

Mr. Letenry. Yes; that is taken at par. 

Mr. Hare. Without any regard to market? 

Mr. Letentry. Without regard to the market. The last figures I saw 
indicated that it would be considerably less than that amount if taken 
at the market value. But this is the par value. 


F. THE FUTURE OUTLOOK OF THE RAILWAYS IS EXCELLENT 


I believe the railroads generally can look forward to prosperous and 
rofitable operations for many years if business conditions of the 
Nation asa whole are good. I base this belief on the following factors: 
1. America is going to continue to grow. The Bureau of the Census 
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has made projections that indicate population by 1965 will exceed 190 
million, and will exceed 200 million by 1970. 

2. Population growth means industrial growth and increased need 
for transportation. From 1946 to 1956, the population of the United 
States grew from 141 million to 168 million or about 20 percent. In 
that period, the total intercity ton-miles of transportation (all agen- 
cies) increased from 900 billion to nearly 1,400 billion, an advance of 
about 50 percent. 

A further 20-percent increase in population by 1970 inevitably will 
continue to increase total transportation requirements, perhaps raising 
total ton-miles to 2,000 billion. 

3. The railroads will share in the tremendous increase in transpor- 
tation. If they hold their present share of the total, railroad ton-miles 
will approach 1,000 billion by 1970. Even if they lose ground relative 
to total growth, they should increase their traffic substantially. 

4. Increased traffic will yield higher revenues and higher net earn- 
ings. The railways have proven their ability to surmount rising costs 
during the postwar years. As I have pointed out above, costs per 
unit of traffic have risen no faster than the general price level. Future 
cost increases will also be substantially if not completely offset by 
advancing efficiency of operations. 

I am aware that many of the railroad representatives who have 
appeared have expressed extreme pessimism on the railways’ future 
outlook. However, my past experience with many of these gentlemen 
has convinced me that they can change their minds in a hurry when 
the trend of business reverses itself. 

Mr. Symes, of the Pennsylvania—who presented a very gloomy 
picture—will serve as a good illustration. 

The last inventory recession to hit the country began in the latter 
months of 1953 and continued into 1954. In the early months of 1954, 
the unions representing nonoperating railway employees presented a 
case in support of proposals they had made to the carriers for certain 
improvements in pechiie conditions to a Presidential Emergency 
Board. 

Mr. Symes appeared before that Board, and stated, in part, as 
follows: 


I have indicated that my railroad experience covers a span of about 38 years. 
I have seen many changes take place in the industry during that time, and I 
have seen some very serious problems confronting it—but I must say, in all 
fairness to this case, that I have never visualized such a gloomy outlogek of the 
future as appears on the horizon today (p. 1753 of the record in that case). 


Mr. Symes presented a substantial amount of statistical material in 
support of his position. In describing some of this material, he 
observed : 


In presenting this material, I propose to compare the decline in traffic that 
is expected in 1954, as compared with 1953, with the decline in traffic in 1930, 
as compared with 1929 * * * 

You all remember the seriousness of the 1930 depression. I am not trying to 
say that we are going into anything like that now but there is evidence to indi- 
cate that we are going into a depression or recession—whatever we want to call 
it—of about 50 percent of the severity of the 1930 one—insofar as ton-mile volume 
of traffic in our railroad is concerned. But that is a very serious situation now— 
because we are just not in position to stand it—even though it might be only 50 
percent as severe (pp. 1874-1880). 
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That was Mr. Symes’ expressed opinion on the railroad outlook 
early in the year 1954. At the end of that year, at the time the annual 
report of the Pennsylvania Railroad was released to stockholders, 
Mr. Symes made a somewhat different statement, which was reported 
in the public press as follows: 

PHILADELPHIA.—“We are more optimistic going into 1955 than at any time in 
the past 8 years,” James M. Symes, president of the Pennsylvania Railroad, told 
shareholders in the annual report. 

Mr. Symes based his optimistic outlook on the following factors: 

Extraordinary expenditures required to rehabilitate the property after their 
“overloading and overworking” in World War II are behind the Pennsy. ‘In- 
stead of a billion-dollar program in a 6-year period our costs for improvements 
and new equipment will be on a reduced basis and more nearly normal in the 
year ahead,” he stated. 

“The business recession that depressed our volume sharply in 1954 has been 
reversed and the present trend is encouraging.” 

Brimming with optimism, the annual report carried tables that compare Penn- 
sy operations with other eastern railroads. Claiming new records in gross and 
net ton-miles per train-hour and in cars per engine-hour in yard operation, the 
report stated, “by each of four yardsticks for measuring the efficiency of freight 
operations, the Pennsylvania is substantially better than the average of other 
eastern railroads.” (Source: Wall Street Journal, Mar. 17, 1955). 

You will recall it was Mr. Symes who originally broached the idea 
that the Government should provide direct financial assistance to the 
carriers in making improvements and purchasing new equipment- 
This was said to be necessary by Mr. Symes because the railways had 
neither the cash nor the credit to raise the money themselves. 

In the light of this record of public statements by Mr. Symes, it 
is interesting to note what he recently said in the annual meeting of 
stockholders of the Pennsylvania Railroad on May 13, 1958. 

That is less than a week ago. I will quote—as reported in the New 
York Times, May 14, 1958, page 45: 

He [Mr. Symes] noted that about 4 years ago the company arranged for a 
standby credit of $50 million ‘‘to tide us over an emergency situation.” 

That was the 1954 situation that he talked about then. 


The road has not yet had to draw upon the credit, and Mr. Symes said he was 
confident it would not be required to do so this year. 

Clearly, things are not as bad for the Pennsylvania as many of Mr. 
Symes’ statements would have us believe. 

I think it might be helpful to the members of this committee in 
appraising the reliability of some of Mr. Symes’ public statements 
if they could compare a number of his other statements made in 1954 
in our Emergency Board proceeding with those he made at the time 
of the annual report for the year 1954, issued just 1 year later. 

I have assembled a comparison of such statements in exhibit 12 for 
your reference. 

We have found it characteristic of these carrier statements, over 
many years, that they fluctuate rapidly between such extremes of 
optimism and pessimism. As traffic rises, carrier representatives sky- 
rocket to high levels of confidence—and a month or two of slacken- 
ing business will plunge them to the depths of bleak despair. 

Actually, on other occasions Mr. Symes has been very optimistic 
on the outlook of the railways, and he feels the railways may have a 
good chance to increase their proportion of the total traffic to be 
handled in future years, 








18 RAILROAD PROBLEMS 


On September 7, 1955, Mr. Symes, speaking in Chicago, said : 


In 1954 they [the railroads] participated in 51 percent of the total intercity 
freight ton-miles, or 557 billion ton-miles. If the downward trend in rail partici- 
pation of the past 10 years continued unabated during the next 10 years, then by 
1965 the railroad would be called upon to handle 650 billion ton-miles of inter- 
city freight, 17 percent more than last year. If the distribution leveled off and the 
railroads maintained their 1954 participation, they would be called upon to 
handle 790 billion ton-miles, 42 percent more than last year. If the railroads 
were called upon to handle 55 percent of the total tonnage, that would mean 
852 billion ton-miles, 53 percent more than last year and 14 percent more than 
they ever handled in their history—which was the war year of 1944. 

Now I, for one, am optimistic enough to believe that 55 percent participation 
by the railroad industry should be the minimum by 1965 * * * 

The basis for Mr. Symes’ prediction is included in exhibit 12. 

I wish now to summarize briefly what I have said on the general 
financial condition of the railways. Considering the current level of 
the economy as a whole, the financial position of the railway carriers 
is excellent. 

Their capital structure and physical condition are as sound as they 
ever have been in their history. They have successfully demonstrated 
their ability to control rising costs—in a period of inflation as severe 
as any the Nation has experienced in peacetime. Their revenues have 
kept pace with increases in costs and, as a result, their net profits 
have been stabilized at a relatively high level. 

Even with the recession in the latter half of 1957, net income for 
that year has only fallen moderately from the all-time record high of 
1955. Given continued growth of the Nation as a whole and a revival 
of industrial prosperity, the railroads should continue to be pros- 
perous and profitable indefinitely. I now go to another subject. 


II, THE RAILROAD PASSENGER SERVICE PRESENTS SPECIAL PROBLEMS BUT 


THEY ARE NOT AS DIFFICULT TO OVERCOME AS THE CARRIER REPRE- 
SENTATIVES HAVE SUGGESTED 


We recognize that the railways have some problems, and that in 
some types of operations, notably in passenger service, profit margins 
are thin, and in some instances disappear completely. We wish to 
help the carriers meet these problems and will support any reasonable 
and effective proposals they make to do so. 

However, the passenger situation is not nearly so bad as the carrier 
representatives have indicated in their statements, and some of the 
things that have been proposed are neither necessary nor desirable. 

The outstanding features of the passenger service problem are 
these : 

A. The railroads are common carriers; they represent themselves 
to be available to furnish whatever transportation service is needed 
in the areas they serve. 

B. The passenger problem is not as serious as the carriers allege, 
since ICC accounting procedures provide no accurate basis for ap- 
praising these operations. 

C. The decline in passenger traffic has not been as great as the car- 
riers have suggested, and passenger operations still yield very sub- 
stantial revenues which the carriers need if their overall operations 
are to continue to be profitable. 

D. The causes of the decline of passenger traffic are to some degree 
correctable. 
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A. THE RAILROADS ARE COMMON CARRIERS; THEY REPRESENT THEMSELVES TO BE 
AVAILABLE TO FURNISH WHATEVER TRANSPORTATION SERVICE IS NEEDED IN THE 
AREAS THEY SERVE 


The railroads call themselves common carriers. To me this means 
that they are available to perform any kind of service needed. It 
means they can’t pick and choose just that traffic which yields the best 
and biggest profits. , Lag 

There is, of course, wide variation in the relative profitability of 
all kinds of traffic handled by a common carrier. 

To begin with, there are wide differences in the costs of handling 
the many kinds of freight carried by the railways. 

Less-than-carload freight is more costly to handle than carload 
freight; since many bulk carload commodities are simply and com- 
eee inexpensive to handle. The revenues derived from trans- 
peer the different types of freight also vary widely. The resulting 

alance of costs versus revenues determine the profitability. Railways 
probably would prefer to handle only those items which yield a high 
net profit, and forget about the other traffic. 

They can’t do this. They are common carriers and must take what- 
ever is offered. 

Some passenger traffic is quite profitable. Many of the deluxe stream- 
liners that move across the Nation on fast schedules have always made 
money. But other services—particularly on branch lines and in some 
commuter areas—have been much less profitable and sometimes have 
lost money. Again, perhaps the carriers would like to choose only 
that which is good and throw away the marginal traffic. Here again, 
the principle is the same. As common carriers they should expect to 
handle everything that is offered. 

The railways recognize this, of course. In fact, they are strongly 
critical of contract and private carriers who select and haul only 
certain types of traffic; they complain bitterly about these “pseudo 
private carriers” and ask that such carriers be subject to greater con- 
trols and regulations than at present. 

Your committee should bear this fact in mind as it considers the 
evidence that has been presented. As common carriers, the railroads 
cannot be allowed to haul only the rich-cream traffic and to forget the 
rest. They have an obligation to haul passengers as well as freight, 
and the relative profitability of one over the other is not pertinent to 
their discharge of that obligation. 


B. THE PASSENGER PROBLEM IS NOT AS SERIOUS AS THE CARRIERS ALLEGE SINCE ICC 
ACCOUNTING PROCEDURES PROVIDE NO ACCURATE BASIS FOR APPRAISING THESE 
OPERATIONS 


Information presented here on the so-called losses suffered in rail- 
way passenger operations substantially overstate the seriousness of the 
pesngee situation. The Interstate Commerce Commission formula, 

y which these passenger results are computed, apportions to pas- 
senger service parts of many overhead and fixed costs. 

This formula, of course, is a useful and meaningful technique for 
some cost-accounting purposes—as a guide to management policies and 





for determining issues in rate and fare cases. 
However, it is not a suitable basis for judging whether either pas- 
senger or freight traffic is profitable or unprofitable standing alone, 
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and it should not be conclusive in determining whether any service 
should be continued or abandoned. 

The Interstate Commerce Commission formula necessarily allocates 
all expenses of operation between passenger and freight service. Thus, 
a portion of maintenance of roadway expense on jointly used track is 
allccnted to passenger service. 

Stations costs are similarly apportioned, as are hundreds of other 
individual items of expense incurred in railway operations. Now, the 
carriers are not going to pull up their tracks or tear down their stations 
if they abandon passenger operations in whole or in part. 

These costs will continue whether the passenger operations are con- 
tinued or not. It is therefore quite unrealistic to use such apportioned 
nonavoidable costs in determining the net profitability of passenger 
operations. The revenue received in passenger operations—however 
small they may be—will be lost when such operations are discontinued. 

Although the overhead costs will still be there, the revenues available 
to meet them will have been decreased whenever a passenger train is 
discontinued. 

The effect of overhead expenses on the alleged passenger deficit was 
briefly summarized for the National Association of Railroad & Utili- 
ties Commissioners in a report of its special committee on cooperation 
with the ICC in the study of the Railroad Passenger Deficit Problem 
(report of November 11, 1952) : 

The extent to which the common or apportioned expenses would be eliminated 
by the elimination of passenger service is a matter of considerable conjecture. 
It is generally agreed, however, that not all of the common expenses could be 
eliminated if all passenger service were abandoned. 

Thus to the extent that the common expenses could not be eliminated by dis- 
continuing all passenger service, they must be considered as a fixed burden, and 
any passenger-service revenues remaining after the payment of the expenses di- 
rectly assigned to passenger service may be considered as a contribution to this 
burden and therefore a contribution to the overall earnings of the railroads to 
apply against these common expenses and ultimately toward an adequate return 
on investment. 

I would like to illustrate this, if I may. In 1956, the Pennsylvania 
Railroad (Mr. Symes’ railroad) requested the Ohio Public Service 
Commission for approval to discontinue trains No. 20 and 21, and 
66 and 67. 

Its basis for this request was that these trains did not “make their 
full costs” which, of course, included the full share of overhead costs 
as calculated under the ICC formula. 

But exhibits submitted by the carrier demonstrated that the trains 
more than met their own direct costs and yielded a profit which was 
available to the railroad in helping to meet unavoidable overhead costs. 

I have submitted as exhibits 13 and 14 copies of the 2 exhibits pre- 
sented by the railroad on the direct costs and revenues of those trains. 
These exhibits show clearly that the railroad in that instance was liter- 
ally throwing away revenues it could have applied to meet unavoidable 
overhead costs. 

I submit this is no way to solve the total railway revenue problem. 
And, it does illustrate the artificial character of the so-called passenger 
deficits the carriers have emphasized in this proceeding. 

For just a moment, I would like to refer you to exhibits 13 and 14. 
Exhibit 13 is an exhibit which the Pennsylvania Railroad Co. sub- 
mitted to the Ohio Commission. It is headed “Operating Results 
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in Ohio, Year 1955, as Operated, and Net Savings,” et cetera. You 
will note on expenses it shows the cost of the crew, locomotive ex- 
pense of all kinds, car repair expense of all kinds, total direct expense, 
the so-called pullman losses assumed, the dining-car deficit, and it 
is headed “Total Direct Expenses Including Pullman and Dining Car 
Losses.” 

All of these terms are terms which came from the Pennsylvania 
Railroad themselves, and the figures came from the Pennsylvania 
Railroad. It shows the total direct cost, including pullman and din- 
ing car losses, of $228,956 for train No. 20 in the year 1955. 

‘he revenues were $259,733. Net profit or loss: Profit, $30,877. 

That is exactly the way this exhibit was prepared by the Pennsyl- 
vania Railroad and submitted to the Ohio Commission. Train No. 21, 
on the same basis, earned a profit of $36,000, or a total profit on the 
two trains of $67,000 for the year. That term “profit”, and it’s caps, 
was used on the exhibit submitted by the Pennsylvania Railroad. 

Now go to exhibit 14, we have 66 and 67, prepared on the same 
basis. I want to show you what we have here. On train 66, $107,950 
profit; on train 67, $180,818 profit, or a total profit for those 2 trains 
of $268,768. 


C. THE DECLINE IN PASSENGER TRAFFIC HAS NOT BEEN AS GREAT AS THE CARRIERS 
HAVE SUGGESTED, AND PASSENGER OPERATIONS STILL YIELD VERY SUBSTANTIAL 
REVENUES WHICH THE CARRIERS NEED IF THEIR OVERALL OPERATIONS ARE TO 
CONTINUE TO BE PROFITABLE 


Mr. Friepet. Were they allowed to discontinue the trains 20, 21, 
66, and 67? 

Mr. Lereuty. My information is that they were not allowed to 
discontinue those trains at that time. 

The CuairmMan. Have they since? 

Mr. Leieury. I wouldn’t be sure of that, Mr. Chairman. There 
have been so many passenger trains discontinued in the last year that, 
frankly, I could not begin to keep up with them. 

Although passenger riding is lower today than it was in the early 
years when the carriers were comparatively free of competition, the 
drop in traffic is not as severe as is generally suppesed. 

In 1929 passenger traffic of the class I line haul railways was just 
over 31 billion passenger miles. In 1956, the latest year for which 
we have complete data, passenger miles totaled 28 billion. Thus, the 
decline over this period was less than 10 percent. The railroads are 
still the largest carrier of passengers, exclusive of private automo- 
biles. 

Passenger service revenues have also remained comparatively high 
and significant, even though they have not kept pace with the rise 
in freight revenues. 

In 1929, total passenger service revenues were $1,231,758,000. In 
1956 they are $1,177,448,000, down only 5 percent from the 1929 level. 

Exhibit 15 presents the trend of passenger-miles and passenger 
service revenues for the period 1921 through 1956. 

It is clear from this table that both passenger traffic and revenues 
have held up extremely well in recent years in spite of the growth of 
the airlines and buslines, and the tremendous growth in use of private 
automobiles. 
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Many of the railway spokesmen have emphasized the losses they 
claim to suffer in passenger operations and have stated their intention 
to eliminate as much of such operations as possible. 

Elimination of some of the passenger service, however, will simply 
cut out a substantial part of these revenues, and will not insure a com- 
mensurate saving in costs, since most fixed costs will not be cut down. 
Such a program will not furnish any real answer to the passenger- 
service problems; it will simply deprive the traveling public of essen- 
tial transportation services; it will not really benefit the carriers. 

They need the billion dollars they take in every year from their 
passenger operations. 


D. THE CAUSES OF THE DECLINE OF PASSENGER TRAFFIC ARE TO SOME DEGREE 
CORRECTABLE 


Instead of cutting out essential passenger services, the railways 
should be concentrating on correcting the real causes of their pas- 
senger-service difficulties. The competition of private automobiles 
and of subsidized carriers will not be overcome by deserting the field. 
The railways have other lines of action available. 

They have suggested some of the things that the Government could 
provide to help them. We of railway labor believe that in some 
situations the railways are not being paid enough to compensate for 
the service they are rendering. For instance, some commuter service 
is being furnished by the railways at a net loss. Usually this service 
is indispensable for the health and well-being of the community and 
cannot be discontinued under any circumstances. 

In such cases, we feel the community should pay the full cost; if it 
does not choose to authorize fares which will meet this full cost, the 
community should furnish some other supplementary payment that 
willdoso. There are other situations of this kind that I will discuss 
in my comments on the specific legislative proposals of the carriers. 

But also, I think the railways could do a much better job selling 
their services. Even in passenger service the railways possess some 
very real advantages over other agencies. To begin with, they do not 
use the public highways. 

They have their own private highways which are not being hope- 
lessly jammed by the growth in use of thousands of vehicles of all 
varieties. The user of rail service has no city parking problem. 
Parking has become a major cost item to the apusbedie who drives 
his car eae the suburbs into the city. 

There is evidence of a significant awakening to the values of these 
special advantages of rail service over any form of highway trans- 
portation. 

In Chicago, in building the new Congress Street Expressway, the 
city planners inserted a right-of-way for rail transport in a center 
ane. 

In Cleveland, during the last few years, an abandoned rail line has 
been reestablished as a rapid-transit system to serve Cleveland and its 
suburbs. Results for the latest year—1957—showed that the Cleveland 
experiment has been successful. 

While traffic on the transit company’s buslines generally has been 
declining, traffic and revenues on the rail transit lines have increased. 
The Cleveland success resulted from two factors; that is, the natural 
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advantages of a fast passenger transit system removed from the public 
highway, and a real selling job by the transit system’s management. 

he overcrowding of virtually all major passenger trains when 
planes are grounded because of weather is eloquent testimony of the 
superior reliability of rail transportation over air transportation. 

This advantage, if properly utilized in a sales-promotion effort, 
combined with other efforts to accommodate the convenience and com- 
fort of passengers under normal conditions, could recover a substantial 
share of the traffic that has been lost to the airlines as well. 

The railroad managements not ay ate failed to go after more 
passenger business, they have been deliberately turning passenger busi- 
ness away. They have actually done things which have destroyed 
profitable business they have enjoyed in the past. Let me cite a few 
illustrations. 

Until recently the New Haven Railroad operated train No. 176 
between Boston and New York City. This train had always been well 
patronized, frequently carrying more than 1,000 passengers. There 
was no justification or reason whatever for discontinuing the opera- 
tion of thistrain. Nevertheless it was discontinued. 

The Pennsylvania Railroad’s heaviest density zone has been between 
New York, Philadelphia, Baltimore, and Washington, and from New 
York and Philadelphia west to Harrisburg. In recent months, how- 
ever, it has been making wholesale cuts in the service of these well- 
patronized lines. 

Between New York and Washington it has cut seven trains going 
in both directions. It is operating 11 fewer trains between New York 
and points west of Harrisburg; and it has discontinued 6 trains 
operating between New York and Philadelphia. 

These are just a few illustrations of train discontinuances made in 
recent years by railway managements, Exhibit 16 is a table showing 
the number of trains which the carriers have secured authority to dis- 
continue throughout the Nation in the years 1951-56. 

During that span of 6 years, 1,274 trains were discontinued with 
approval of the State authorities, and only 197 petitions for discon- 
tinuance were denied. 

The Pennsylvania has also deliberately refused to provide service 
for special events which would have yielded capacity passenger opera- 
tions. For example, it would have been possible for the Pennsylvania 
to have provided special train service for the Army-Navy football 
game last year, taking passengers from New York, or from Baltimore 
and Washington, directly to the rail-yard terminal at Philadelphia 
Memorial Stadium. 

Representatives of some of the brotherhoods specifically proposed 
that such service be provided, but the railroad declined to do so. 

Approximately 100,000 people attended the Army-Navy game, cre- 
ating almost unbelievable congestion in the Philadelphia 30th Street 
terminal. Thousands of these people found themselves unable to 
get any type of transportation out of Philadelphia for many hours 
that night. This Army-Navy game could have Saomais thousands of 


dollars of passenger revenue to the Pennsylvania Railroad. Instead 
the carrier has deliberately chosen to create great public inconvenience 
and has increased dissatisfaction with Pennsylvania Railroad services 
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and generally added to the bad reputation of the railroads as passen- 
ger carriers. 

In that connection, I would like to read a short letter dated May 
14, 1954. It was addressed to the Senate committee by Mr. George 
J. Burger, vice president, National Federation of Independent 
Businesses. 


In view of the fact your committee has been giving careful consideration to 
the alleged plight of the railroads, I think it is most necessary and important 
that in any relief granted to the railroads, Congress should make certain the 
public is considered. What I am writing are my personal views, being a con- 
sistent railroad traveler. Journey with me, if you might. A good example was 
last Friday on the Congressional going to New York, at least a 15-car train. 
Five of these cars were parlor cars, all sold out. The others were day coaches, 
and most of them the newer equipment. 

However, the best way to describe the scene to a degree is like a glorified 
subway train. By that I mean many, many people standing from Washington 
to Baltimore to New York, even sitting on suitcases. The dining car was one 
of the old World War I type, holding about 50 people, and to serve the diner re- 
quirements for about 1,500 passengers. Senator, you should have heard the 
grumbling and the many comments, “Wish the old B. & O. was running.” Here 
is an interesting comment made to me by a stranger who seemed to know the 
score. This was his statement: The B. & O. laid off 5,000 men and then elected 
a new vice president at a salary of $60,000 a year. 

He further related that the present president of the B. & O. would now go 
to the Chase Bank in New York. It would be my opinion that the personnel of 
the railroads has got their morale shot to pieces, and they don’t know whether 
they are coming or going. Merely my observation for what it may be worth. 


This letter is signed by George J. Burger, vice president, National 
Federation of Independent Businesses, 740 Washington Building, 
Washington 5, D. C., addressed to the Senate committee. 

Sometimes the railroads discourage passenger service and other 
revenue service deliberately in order to strengthen their justification 
that service be discontinued. Postmaster General Summerfield wrote 
a letter to the Senate committee on January 17, 1958, stating in part 
as follows: 


* * * When railroads apply to State regulatory commissions for permission to 
abandon lines, the Department never objects even though abandonment would 
adversely affect the postal service. Indeed, railroads frequently request the 
Department to remove mail in advance of petitions for abandonment in order 
that the unprofitability of the remaining service can be more easily demon- 
strated, and in such cases it is the policy of the Department to do so. * * * 


Mr. Summerfield also commented on the tremendous reduction in 
service the railroad carriers have made: 


Several witnesses, such as President Murphy, of the Burlington Lines, have 
suggested that the Post Office Department could be helpful if it would restore 
more mail to the railroads. One of the chief causes of the reduction in mail on 
railroads in recent years has been the abandonment of lines by the roads. Thirty 
years ago there were more than 10,000 usable passenger trains available for the 
transportation of mail. 

Today there are fewer than 3,000. President Symes, of the Pennsylvania, filed 
an exhibit with this committee showing that the annual passenger train-miles 
on the Pennsylvania have declined from 59 million in 1929 to less than 29 
million in 1956. As a result of this deterioration in railroad service, railroads 
are today serving less than one-third of the 37,409 post offices in the country. 

The Department has long since been required to make alternative arrange- 
ments for the transportation of mail to and from the remainder by another 
segment of the transportation industry. Suggestions that mail be restored to 
the railroads lack merit as long as the trains which formerly carried them are 
no longer in existence and the branch lines on which they traveled have been 
abandoned. 
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There, Mr. Summerfield has only told a portion of the story. The 
Post Office Department definitely is in a position to give more service 
to the railroads. They have truck operations between cities where 
the railroads still operate 10 or 11 trains a day. The Post Office De- 
partment could give the railroads that service and eliminate the serv- 
ice now used, and, in so doing, provide additional service for the rail- 
roads and take a lot of congestion off of the highways. 

I am speaking for the moment of the service between St. Louis and 
Chicago, much of which is handled by truck, and there is ample train 
service available to handle it. 

I am satisfied that that condition exists in many other places 
throughout the country. The Post Office Department has it within 
their power to take corrective action to take care of a large part of this 
passenger-train problem that we now have. 

Mr. Springer. May I ask a question, Mr. Chairman ? 

The Cuarrman. Mr. Springer. 

Mr. Springer. Might I ask this question: On the St. Louis to 
Chicago runs of the mail trucks, is that the large mail trucks that stop 
at various post offices along the way and deliver mail? 

Mr. Leicury. Some of them do that, and some of it is through 
movement, so I am informed. 

Mr. Sprincer. I am not exactly familiar with what you have said, 
though you probably have investigated it better. But we do have 
through central [llinois, some passenger service which has been aban- 
doned. 

Three of those large mail transportation services cross my district, 
one going from Evansville, Ind., to Dubuque, Lowa, and another one 
from Indianapolis to Decatur, Il]. There is a third one presently 
being installed. In each one of those instances, I have made a careful 
investigation before that service was installed to be sure there was no 
railroad service comparable to serve them. 

That is why I raised this point about central Illinois, to be sure 
that you understood it. If there was, it was my understanding, from 
the Post Office Department, that in any such case where there is serv- 
ice, and I am not familiar with this, that you are talking about, it 
would only be installed to cover areas where there was not train serv- 
ice en route. 

For instance, if you had a large mail service with a number of small 
towns along the way which are not served by the railway, my under- 
standing would be that. If what you say is true, and I am going to go 
into it, I certainly would make a recommendation to the Post Office 
Department that that service be changed, if I find the facts as you 
have indicated them. 

Mr. Letcury. That is information which I have developed from 
a source which I have always considered reliable. I have not had an 
opportunity to actually go down there and check the trucks, as you 
might well understand. But the mail I am speaking about is mail that 
moves between Chicago and St. Louis. I have asked on several oc- 
sasions why our mail in St. Louis has been delayed, and they have told 
me it is because it moves by truck. That is the information the Post 
Office Department gave my chief clerk. 

Mr. Sprincer. Is your office in Chicago ? 
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Mr. Leteuty. My office is in St. Louis, and we have quite a volume 
of mail with Chicago. 

That was the ieemation I was given. I have been told from a re- 
liable source that there are many trucks engaged in that service. 

Mr. Sprincer. Thank you. 

The Cuarrman. I do not want to detain you, but from your state- 
ment there comes this question : What about the cost of the service? Is 
it contended that mail service by truck operation is much cheaper than 
it would be if the Department used the trains? 

Mr. Leicury. Well, there again you get into the subject of whether 
you consider all of the services. You know, in St. Louis the railroad 
station there, union station, is right across the street from the post 
office. Your facilities for handling it are good and held to a mini- 
mum. These trucks have a truck terminal, and for hauling it from 
the truck terminal in Chicago to the truck terminal in St. Louis, it 
might show a saving. But if you consider the cost of getting out to 
the truck terminal and from the truck terminal into the city, I am sat- 
isfied the rate will not show a saving. 

The CuarrmMan. You may proceed. 

Mr. Leienry. In addition to discontinuing thousands of trains, the 
railroads have closed many of their stations. In exhibit 16-A, we 
have shown a summary of the railroad station abandonments ap- 
proved and denied by State commissions, 1951 to 1956. During those 
6 years, 2,466 stations were abandoned with approval of State com- 
missions, and only 372 such petitions were denied. 

In 1921 there were about 32,000 station agents in the United States. 
By 1956 that number had been reduced to 19,000. This reflects directly 
the extent to which railroad service has been discontinued. It should 
be remembered that the closing of an agency results in the loss of 
freight traffic as well as passenger traffic. 

In concluding my statement on the railway passenger situation, I 
wish again to remind the members of this committee that the railways 
are common carriers and should be required to function as such. They 
should not be allowed to use an artificial bookkeeping deficit to mislead 
public authorities into authorizing abandonment of essential facilities 
which are contributing significantly to the railways’ own revenues. 

Where the railways are in fact providing essential services to metro- 
politan communities and the Government at an actual loss, we agree 
that the communities and the Government should pay the full costs of 
such services. But where this is not true—where passenger losses are 
arising simply because the carriers are not trying to hold traffic in every 
way possible—we think the railways should be told to stop whining 
and to start pushing and selling. The railway passenger business is 
not dead and it won't be unless the railways themselves kill it. 


Ill. THE UNEMPLOYMENT PROBLEM OF RAILWAY WORKERS 


Railway workers have suffered from substantial unemployment dur- 
ing the postwar years. Thus, in spite of the great railway prosperity, 
and unusually stable net earnings, the carriers have not provided em- 
ployment stability. Railway workers have been affected by two basic 
conditions: First, long-term factors have reduced the total number 
of jobs in the industry; second, month-to-month employment levels 
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have ae in response to a number of seasonal and economic in- 
fluences. I shall discuss these two types of unemployment briefly. 


A. LONG-TERM FACTORS AFFECTING RAILROAD EMPLOY MENT 


Total employment on American railways has dropped sharply 
through the years. In 1920, the railways employed, on the average, 
over 2 million workers; by 192 ) employment had dropped to 1,660,000. 
At the bottom of the depression, in 1933, there were not quite a million 
employees in the industry. 

Even during the Second World War—when traffic levels reached an 
alltime peak—employment increased only modestly, reaching just 
over 1,400,000 in 1945. Since the end of the war, there has been a con- 
tinuous decline in the number of railroad jobs. In 1957, the annual 
average employment in the industry dropped below a million again—to 
984,784—just slightly above the lowest depths reached during the de- 
pression. The latest preliminary figures show that the decline in em- 
ployment is continuing. In February 1958, railway employment drop- 
ved to 861,928—the lowest level of the 20th century. There I would 
ike to say that we now have the figures for April 1958, and the total 
has again dropped to some 829,000. This long-run decline in employ- 
ment has not been caused by declining traffic. Railway traffic in 1957 
was well above that of any pre-World War Il year. An understanding 
of the postwar employment decline can be gained by a simple com- 
parison of the relationship of employment during 3 years which had 
approximately the same traffic volume—1948, 1951, and 1956. 

In 1948 there were 1,327,000 employees; in 1951, 1,276,000, and in 
1956 just a little over 1 million. With the same volume of traffic the 
carriers employed about 30 percent fewer workers in 1956 than in 1948. 
It should be remembered, also, that between 1948 and 1956 there was 
a reduetion in the basic workweek of most employees from 48 to 40 
hours. Taken together these figures mean that reduced employment 
on the railways has been accompanied by greatly increased output per 
employee and per man-hour. 

The drop in employment over the years is thus due to technological 
factors. As railway technology advanced, railway workers have be- 
come more productive and have continued year after year to produce 
more units of transportation than ever before. While this effect has 
contributed much to the health of the industry and has stabilized net 
earnings of the carriers, it has produced unemployment and hard- 
ships for the individual railway workers. 

At the latest report—issued by the Railroad Retirement Board on 
March 18—158,100 railway workers were drawing unemployment in- 
surance benefits. This is twice as — as those reported for the 
same month of last year. Exhibit shows the trend of railway 
employment and the relationship paca ‘n traffic volume and employ- 
ment over the years since 1920. 


B. SEASONAL FACTORS AFFECTING RAILWAY EMPLOYMENT 


Railway workers have also been subject to sharp fluctuations in em- 
ployment from month to month as a result of seasonal factors and ir- 
regular economic variations. In 1957, employment dipped as low as 
918,869 jobs in December, after reaching 1 010,110 in June—a varia- 
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tion of nearly 100,000 jobs. Exhibit 18 shows total railway employ- 
ment by months during recent years. 

Seasonal factors such as weather conditions and traffic variations 
cause some of the fluctuations in employment. In some parts of the 
country, outdoor work must be cut down to a degree in very severe 
winter weather. Operating workers are subject to some variations in 
employment opportunities as seasonal influences increase or decrease 
traffic and operations. However, normally these factors taken alone 
do not a should not cause wide variations in employment through 


the yea 
In raniak years, the carriers have undertaken, deliberately, employ- 


ment policies which have accentuated the hardships of seasonal em- 
ployment for many classes, particularly in maintenance departments. 
Among these practices have been the contracting out of an increasing 
amount of repair work on equipment to outside companies ; the 
abandoning of their own facilities for such repair and maintenance, 
thus destroying their force of skilled workers who formerly did such 
work; the programing of maintenance work of all kinds to conform to 
budgetary needs rather than actual maintenance needs. All of these 
practices have been uneconomic; they have resulted in the serious 
undermaintenance I have already mentioned; and they have created 
tremendous unemployment pr oblems and hardships for the workers. 

These variations in employment—both seasonal and long-term— 
have heavily cut down our unemployment insurance reserves, and have 
necessitated increases in the rates the carriers must pay to keep the 
unemployment insurance system in operation. The number of em- 
ployees on such benefits in recent years has increased sharply over the 
levels of the past. Exhibit 19 shows the number of unemployment 
insurance beneficiaries by years over the last decade. 

In the Senate hearings, Mr. Loomis and other carrier spokesmen 
complained strongly about the cost of the Railroad Retirement Act 
and Railroad Unemployment Insurance Act taxes. Mr. Loomis said: 

Constant attempts are being made to increase benefits under the Railroad 
Retirement and Unemployment Insurance Acts. The railroads are now paying 
higher taxes for both these benefits than any of their competitors and benefits 
are higher. The railroads need a breathing spell on increased cost and passage 
of legislation that increases costs can only aggravate the railroad situation. 

This is not a fair statement. The costs of railroad social insurance 
are not excessive and do not provide benefits that are better than those 
provided for workers in other industries. 

I would like first to discuss the railroad retirement program and its 
relationship to the retirement income programs in other industries. 
A critical examination of railroad pension costs was made in 1956 by 
Mr. Robert J. Myers, Chief Actuary, Department of Health, Educa- 
tion, and Welfare, Social Security Administration. Mr. Myers found 
that railroad retirement benefits were not more liberal than those pro- 
vided in other industries, since most other major industries provide 
substantial supplementary pension plans to their employees, in addi- 
tion to social-security benefits. Mr. Myers made the following com- 
parison between the cost of railroad retirement to employers and the 
full cost borne by employers in outside industry : 


In many large companies the employer cost of retirement benefits including 
OASI is now running as high as from 7 to 9 percent of total payroll. The rail- 
roads now are paying 644 percent of covered payroll (up to $350 a month), which 
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represents about 5.7 percent of total payroll. To this latter figure railroads 
which have supplementary pension plans (primarily to provide retirement bene- 
fits on earnings in excess of the maximum covered wage under both OASI and 
railroad retirement) ; fits up to 6.1 percent of total payroll. Thus, the railroad 
retirement benefits for its employees than many other large industries * * *. 

The carriers stressed particularly the motion that the railroads pay 
higher pension costs than their competitors. This is not accurate. 
Most of the airlines provide far better retirement plans for their em- 
ployees than the railroads do. United Airlines, for example, contrib- 
utes 8 pere ent of compensation and over to finance their pension sys- 
tems. The airlines’ total contribution under the existing plan exceeds 
$400 a year for most employees, which is in addition to the tax paid 
by the airlines for social-security benefits. 

Trucking companies also provide substantial supplementary pen- 
sions to their employees. Under the current collective bargaining 
contract covering teamsters in the Central States area, the employers 
pay $3 a week for supplementary pension benefits. In 1960, these con- 
tributions will be increased to $4.a week. ‘These payments are also in 
addition to social-security taxes. ‘Throughout the trucking industry 
and the airline industry most employees are covered by pension plans, 
which supplement the retirement income they will receive from social- 
security benefits. 

The Railroad Unemployment Insurance Act, it should be remem- 
bered, covers two different types of benefits: unemployment insurance 
comparable to the benefits provided for other industries under State 
laws; and partial compensation for wage losses due to sickness and in- 
juries. In general, the unemployment benefits received by railroad 
employees are no more liberal than those paid under the better of the 
State unemployment insurance systems, 

However, in other industries compensation for wage losses due to 
sickness and injuries are not provided for under governmentally ad- 
ministered social-insurance systems. Most employers provide for such 
compensation or sick leave in their collective bargaining agreements. 
Many of these agreements provide for payment of full wages to sick 
or injured employees rather than the modest partial benefits provided 
under the Railroad Unemployment Insurance Act. Furthermore, 
many employers in other industries provide extensive su »plemental 
unemployment benefits to their employees under collec it argaining 
agreements. 

The tax system for financing the railroad nemployment insurance 
plan is not at any higher level than that for financing State unemploy- 
ment insurance plans. Furthermore, during most of F the postwar years 
the railroad tax rates paid were very low ‘and they rested for many 
years at the minimum level of one-half of 1 percent. 

When consideration is given to unemployment | insurance taxes, the 
cost of supplemental benefits and the cost of sick leave and compensa- 
tion for wage losses due to sickness and injuries the railroads are in a 
very favor able low-cost position compared with employers in other 
major industries. This is true not only of the unemployment portion 
of the picture, but, as previously pointed out, of the retirement-income 
portion as well and for the two systems together. 

It is apparent to us that rs ailroad m: inagement compl: Lints directed at 

railroad retirement and unemployment insurance costs in particular, 
iad their exaggerated general claims of financial distress as well, are 
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designed not merely to support the affirmative legislative proposals 
favored by the managements but likewise to disc ‘ourage favorable 
action on the Haris-Wolverton bill, H. R. 4353, H. R. 43: 54 (and other 
identical bills) pending before this committee. 

That is the bill embodying the current proposals of all the standards 

railway labor organizations for amendments to the Railroad Retire- 
ment and U nemploy ment Insurance Acts. 

Full hearings were held on that bill over a year ago and it is not 
my purpose today to review, even in summary form, the evidence 
which the committee already has. I wish only to m: ake this observa- 
tion: The railroads are on record as being obligated to incur the addi- 
tional cost required to overcome the present actuarial deficiency in the 
railroad retirement account; the additional cost of the railroad retire- 
ment amendments proposed is relatively slight and the evidence before 
this committee shows that the railroad managements have it within 
their power through proper employment practices to avoid entirely 
any increased cost from the proposed unemployment insurance amend- 
ments. 

The railroad retirement and unemployment insurance systems are 
long-range permanent programs and must be appraised as such. Such 

temporary cash shortages as some railroads are experiencing as a result 

of the recession in the general economy have no legitimate claim to 
consideration in such an appraisal. We strongly urge prompt and 
favorable committee action on H. R. 4353, H. R. 4354. 

The Cuatrrman. In order that the record may show that particular 
point with reference to the proposed legislation, it was the position 
of your association presented to us at that time that you did not want 
the full legislation proposed before this committee without the taxable 
features, which were before another committee. I know you do not 
intend to say that this committee has not given full consideration to 
the entire program that was presented to us. 

Mr. Leigury. This is not intended to be any criticism of what the 
committee has done, Mr. Chairman. We realize that what we have 
asked for is the tax relief plus these amendments, and that is our 
current position. 

The Cuarrman. And it was the position at the time that you did not 
want the proposal to this committee as presented to us unless you could 
got the other provisions ¢ 

Mr. Leicgury. That is correct. 

The CHarrman. Could you state whether or not that is still the 
same position ¢ 

Mr. Leiguty. That is still the same position of our association. 

The Cuairman. Could I ask you if you have any idea of what con 
sideration is being given to the other proposals ¢ 

Mr. Letenrry. I think hearings were held in connection with those 
proposals in January, and I understand that all of those tax proposals 
are going to be considered within the next 2 weeks. I think we should 
know more about what the situation is at the end of that time. 

The CuarrmMan. Would it be convenient for you to suspend, since 
it is a little after 12 o’clock and the House is in session, and return 
at 2:15¢ 

Mr. Leicnry. Yes, that would be all right. 
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The CuairmMan. The committee will recess until 2:15 this afternoon, 
at which time we will resume. 

(Whereupon, at 12:15 p. m. the committee recessed to reconvene 
at 2:15 p.m., the same day. ) 


AFTERNOON SESSION 


The CHatrMan. The committee will come to order. 


STATEMENT OF G. E. LEIGHTY—Resumed 


Mr. Leighty, you had not concluded your statement. I believe you 
were to resume after the recess. 
Mr. Leicgury. Yes, sir, Mr. Chairman. 


ITEM IV. POSITION OF THE RAILWAY LABOR EXECUTIVES’ ASSOCIATION 
ON THE SPECIFIC PROPOSALS OF THE CARRIERS 


Many proposals and suggestions have been made by the carriers 
representatives covering almost every phase of railroading and every 
type of problem the railways face. 

The Railway Labor Executives’ Association has carefully con- 
sidered the various proposals which have been made. Some of them 
we are prepared to support; some others we are willing to support 
within some limitations or with some modifictions. One of the general 
proposals we strongly oppose. 


1. RATEMAKING 


The railways have asked for increased freedom in the making of 
competitive rates as between different forms of carriage so each mode 
of transportation will find its proper economic place in the overall 
transportation picture. 

We support this proposal. Some types of traffic are directly subject 
to heavy competition from trucklines and barge lines. These com- 
peting agencies have offered lower rates than the railways were per- 
mitted to charge under existing restrictions. As a result, some of this 
traffic has been lost to the railways; it might have been retained had 
the railways been allowed to make competitive rates in such situations. 

We have pointed out above that, in absolute terms, the railways 
today are « me ey much more traffic than they did in any year before 
World War This has been a natural result of the tremendous 
growth of aa country. apr nego has increased at a record rate, 
and transportation needs per capita have also increased very sub- 
stantially. The railroads have handled a good share of this new 
traffic—but not in proportion to the share they had in past years. 

Competitors have cut into the railways’ proportion heavily, and 
have been helped to some extent by the fact that the railways have 
not been able to offer competitive rates. 

Any fairminded person will agree that the railroads should be 
allowed to defend themselves in the competitive struggle for traffic. 
They should be allowed to reduce their rates on some of the commod- 
ities subject to heavy competition if this action is needed to hold or 
get back such traffic. 
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2. EXCISE TAXES 


The railways have asked for the repeal of the wartime-imposed Fed- 
eral excise taxes on for-hire transportation. These taxes place on all 
common carriers on that an unfair competitive burden—particularly 
in relation to private or contract carriers not subject to such taxes. 

Some carriers base their whole existence on the difference between 
their charges and those of common carriers who must pay these excise 
taxes. This is not fair to the common carriers; it is artificial and 
uneconomic, and in the long run more harmful to the interests of the 
shippers and the public as a whole. We w ish to support this request 
of the railways, recognizing, however, that in the consideration of 
proposals for reduction of tax burdens Congress must. assign relative 
priority to competing equities. 


8. AGRICULTURAL EXEMPTION 


Under present laws, carriers handling certain agricultural commod- 
ities, fish, and liv estock are exempted from public regulation. These 
exemptions to some extent include even some canners and processors of 
food products. The railways have proposed a limitation on the scope 
of this exemption and we favor this proposal. 


4. CONSTRUCTION RESERVE 


The carriers have requested legislation that would allow them to set 
aside reserves for future construction projects, with the current ac- 
cruals to such reserves exempted from income taxes. This proposal 
would assist the railroads in properly maintaining their properties 
and in keeping them in the future abreast of technologic al develop- 
ments. Railway progress is important for the carriers and for the 
public as well. 

From the time they first began operation, the railroads have had 
their own shops for the maintenance of their equipment. In these 
shops, their locomotives and cars were inspected, maintained, repaired, 
and periodically rebuilt and modernized. On some roads these facili- 
ties have been utilized to build new locomotives and cars. 

They also established and maintained apprenticeship programs in 
cooperation with the shoperaft trade unions to train the highly skilled 
employees needed for this work. 

When our country entered World War II, the railroads had an in- 
vestment of almost a billion dollars in their equipment maintenance 
facilities, and almost $6 billion in cars, locomotives, and other equip- 
ment. 

They had a skilled shop force of about 325,000 employees. With- 
out these facilities and equipment and skilled forces the railways 
could not have met the unprecedented demands of war traffic condi- 
tions during the Second World War. 

After the war, the carriers started a massive program to replace 
their wornout equipment—particularly their locomotives. Most rail- 
roads completely replaced their steam locomotives with diesel electric 
units. This made necessary the modernization of shop facilities, and, 
on some railways a complete rebuilding and relocation of such facili- 
ties. Some railroads did so, and reorganized their shops and mainte- 
nance forces for work on diesel equipment. 
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Other carriers, however, took an alternative course; they abandoned 
practically all of their basic maintenance facilities and forces, and 
contracted out a large part of their work—primarily to the electro- 
motive division of General Motors. 

If this Nation should again be forced into war, it would be impos- 
sible for the railways to perform the gigantic transportation job that 

carried the Nation through World War “II unless drastic changes are 
made in the present practices. 

The General Motors facilities would be quickly converted over to 
the production of munitions and war machinery. The railroads 
would be unable to do their own maintenance work since they have 
virtually destroyed a vast proportion of their shop and skilled forces. 

We feel that all future railway efficiency and indeed, the Nation’s 
own safety and welfare, depend on the carriers rebuilding and main- 
taining their own shops and their own shop forces. 

The carriers are contracting out work in other departments as well 
asin their shops. The practice has been extended to a serious degree, 
partic ‘ularly in the maintenance of way department. 

The continuance of this practice can only lead to a vicious spiral. 
The more work they contract out, the fewer employees the carriers 
need; the fewer employees they have, the more they are inclined to 
let work out to contractors. The net result is that the employees lose 
more and more work and the carriers lose the adequately sized, highly 
trained work force so necessary to efficient operation. 

If the public, through the tax advantages accruing from the estab- 
lishment of construction reserves, is to assist the railroads in main- 
taining their plants, the public should expect in return that the rail- 
roads will keep themselves adequately equipped with the facilities 
and trained personnel that are necessary for the security of the Nation. 

It is essential, therefore, that any legislation adopted authorizing 
establishment of these construction reserves should make them abso- 
lutely contingent on the allocation of at least 70 percent of such funds 
for work which will be done on the railroad properties themselves by 
railroad employees. We urge the enactment of legislation provided 
it contains such a provision. 


5. COMMUTER SERVICE 


We have already observed that there are some situations where the 
carriers are furnishing commuter service to communities at a loss. 
Since the service provided is indispensable, and must be continued, 
it is appropriate that the community pay the full cost in some form. 
We propose that, in such circumstances, the railways continue to 
handle the service as they have been; but that the communities accept 
financial responsibility for such operations. 

The carriers can remit to the communities all of the revenues 
received from such service, and be paid by the communities whatever 
money is needed to meet all costs. In this handling of the problem, 
it is recognized that the communities themselves should determine the 
rates or fares to be char ged for such services. It is therefore appro- 
priate that they undertake this overall fin: 
suming all phases of the decision as to the part of the costs that will 
be met from fare and rate revenues and from other sources available 
to the community. 
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6. MAIL PAY 


The carriers are required to furnish transportation capacity to 
handle all mail transportation the Government may see fit to utilize, 
irrespective of whether it is in fact utilized. However, under the 
present method of compensation, the railroads accrue mail revenue 
only in proportion to the actual utilization of the service. Under this 
system, the railroads are not reimbursed for the cost of making the 

capacity available. This is unfair to the railroads. The Govern- 
ment should be required to pay the full costs of handling mail—not 
just the immediate out-of-pocket expenses incurred. 

We favor a system which will meet this need and provide a fair 
annual compensation for rail mail service. Under such a system the 
Government would pay for mail transportation up to a specified 
volume of fair basic annual compensation irrespective of the portion 
of the available capacity actually utilized, and would pay additions 
compensation for actual utilization above the specified volume. 


7. DIVERSIFICATION 


The carriers have requested modification in the laws as needed to 
permit them complete freedom to enter into all other forms of trans- 
port—air, bus, truck, water, and pipelines. We are not convinced that 
this proposal would be good for the railways or for railway employees, 
or for the country as a whole. Therefore, the Railway Labor Exec- 
utives’ Association cannot support this proposal. 


8. ICC CONTROL OVER STATION ABANDONMENTS AND TRAIN DISCONTINUANCES 


We are strongly opposed to the request of the carriers that the In- 
terstate Commerce Commission be granted any additional authority 
whatever with respect to abandonments or train discontinuances. The 
railroads have abandoned entirely too many stations and cut out too 
much service already, for their own good. State commissions have 
gone too far in authorizing these cuts. Information on the record 
of the State commissions was submitted in detail in the Interstate 
Commerce Commission inquiry into the “Railroad Passenger Deficit 
Problem” (ICC docket No. 31954). I have already submitted as 
exhibits 16 and 16—A tabulations which were presented by Mr. Walter 
R. McDonald, chairman of the passenger deficit committee of the Na- 
tional Association of Railroad and Utilities Commissioners summar- 
izing the actions of State commissions on both station abandonments 
and train discontinuances for the 6-year period, 1951 to 1956. In 
that period, railroads throughout the country requested the abandon- 
ment of 2.838 stations. State agencies granted 2,466 of these re 
quests—87 percent of the total. 

In the same period the carriers requested approval to discontinue 
1,471 trains. State commissions granted 1,274 of these requests—86.5 
percent of the total. 

The long-term record of agency stations closed and the number of 
train-miles operated shows a tremendous shrinkage in railroad facili- 
ties and operations. 

In 1921, we had 32,000 agency stations in the country. In 1956, 
this number had dropped to 19,285—a decline of 40 percent. In the 
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same period, other classes of station and tower employees—who were 
not subject to any State regulatory control whatever, declined in 
exactly the same propor tion—40 percent. 

Exhibit 20 shows the trend of employment of station agents and 
telegraphers since 1921. Clearly, the railroads have had their own 
way in this question, even though, for their own good, they should have 
been restrained in their efforts to curtail service. 

Exhibit 21 shows the number of passenger-train-miles operated, by 
years, 

In 1921, the carriers operated 560,499,000 train-miles in passenger 
service; in 1957, this had been reduced to 275,766,000—a drop of 
almost exactly 50 percent. Thus, the carriers have just cut in half 
the amount of passenger service they are furnishing. 

In the light of this record, if Federal jur isdiction is to be extended 
in this field, the need is for author ity to compel the expansion and 
improvement of service, rather than to provide means for its further 
curtailment. 

If we had more confidence in the Interstate Commerce Commis- 
sion, we would think it appropriate for legislation to be enacted giv- 
ing the Commission authority to order and require the carriers to 
build up their service where public needs were shown, or to restore 
service that has already been discontinued. 

We feel the public should be given a right to require the carriers 
to furnish reasonable, adequate, and attractive service. 

Unfortunately, the attitude of the Interstate Commerce Commis- 
sion in recent years—apparently in common with the thinking of 
other regulatory agencies—has tended increasingly to reflect “the 
thinking of the ‘industries they are intended to regulate. 

Under these circumstances, we doubt whether a present extension 
of Federal authority of the kind we would propose would effectively 
protect the public interest. It is only for this reason that we are not 
making an affirmative proposal on this subject. 

In brief, we think the railways and the public would be better served 
if the railways were made to go out and fight to get their business back. 
They should be required to build their facilities up to reclaim every 
possible passenger- and ton-mile. They should not be allowed by any 
authority to shrink their operations any further. 


CONCLUSION 


I have spoken earlier of the fact that the railways are common 
carriers. But the vast majority of them do not want to perform their 
duties as common carriers. ‘They say they want to compete for busi- 
ness like any other private industry. 

But, frankly, we don’t believe the railways want to compete. They 
know there are certain areas where the *V possess such an overpowering 
advantage that they don’t have to fret about losing anything. They 

can charge any rate the ICC will authorize; they can handle the traf- 
fic when they want it, as fast or as slowly as they want to—and, if the 
shipper does not like it, he knows what he can do about it. But the 
railways don’t really want to be bothered about anything else. It’s 
too much trouble to carry passengers, or less carload freight, or any 
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other kind of freight that they can’t handle easily and inexpensively 
without fear of truck or barge competition. 

And it’s too much trouble to bother with branch-line service. In 
short, what the carriers want to do is to restore their complete 
monopoly position. In order to do this, they want to get out of any 
part of their present business where they don't have a monopoly status 
or where some effort and service is required to retain the business. 

That is why they are getting out of the passenger business as fast 
as they can. Although much of that business is profitable, it doesn’t 
pay as well as other traffic, so, why bother with it 

The same for other things. Thus, they are trying to strip them- 
selves down to the point where they won't have to handle anything 
but the best. They really want to discard the obligation of common 
carriers and want to retain only its monopolistic advantages. They 
have in mind remaking their systems into special—and well-favored— 
financial enterprises. 

Because of the shortage of time, I am not going to make a disserta- 
tion in connection with this, but I could spend hours telling you about 
things they have done. I have related only a few of them in this 
prepared statement. But my files are replete with instances where 
they have done just exactly what we say in this particular paragraph. 
We think it should be stopped. 

The railways should be fighting to regain their position in every 
field. Instead of finding means of cutting down on train revenues in 
order to justify a basis for disc ‘continuing service, they should be send- 
ing salesmen into the field, holding meetings, improving facilities, 
speeding up service, and reducing fares and rates so as to attract back 
their lost passengers and ton-miles. 

Railway labor wants to cooperate in every way possible to help the 

railways, but it wants the railways to continue as common carriers. 

If railway managements will formulate a fighting program aimed 
at recovering their strong and preeminent position as a transportation 
leader, they will find the railway workers and their organizations 
solidly behind them. 
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(The following exhibits were submitted by Mr. Leighty :) 


Exuisits Fitep py G. E. Letenry, CHAIRMAN, RAILWAY LABOR 
EXECUTIVES’ ASSOCIATION 


Exuisitr No. 1.—Ratio of fixed and contingent charges to operating revenues and 
income available to fixed and contingent charges, class I line-haul railways, 
1921-57 


Income Ratio 
Fixed and available ee a 
contingent | Operating for fixed 
Year charges revenues and con- Fixed Income 
thousands) | (thousands tingent charges to | available 
charges operating to fixed 
thousands)| revenues charges 








1921 - . $618, 009 , 572 0. 112 

1922... 630, 133 } Y, OV: 999, 706 113 

1923. - . 640, 973 6, 289, 580 l, 96 . 102 

1924. 666, 049 5, 921, 496 l, 112 

1925 . . : 664, 693 6, 122, 510 1, 109 

1926 679, 360 6, 382, 940 \ . 106 

1927 - - . 685, 960 6, 136, 300 l,¢ ~ 112 

1928 - ) l, -112 

1929. . . 1,! . 110 

1930 l, . 129 

1931... . 160 

1932 213 

1933 219 

1934... . 203 .§ 

1935 191 1. 011 

1936 164 1. 247 

1937 154 1. 153 

1938 176 803 

1939. . 158 1. 148 

1940 148 1. 298 

1941_.. 119 1. 785 

1942 096 2. 259 

1943 071 2. 351 

1944 . 065 2. 095 

1945 064 1. 792 

1946 067 1. 565 

1947 . 056 1. 986 

1948 474, 210 9, 671, 722 049 2. 472 

1949 A : 462, 524 8, 580, 142 054 1. 947 

1950__. -~ 474, 193 9, 473, 093 1 050 2. 652 

1961 -.. 465, 454 10, 390, 611 1 045 2. 489 

1962 _ . 490, 366 | 10, 580, 762 1 046 2. 683 

1953 _ - 452,919 | 10, 664, 169 1, 356, 146 . 042 2. 994 

1954 417, 156 9, 370, 825 1, 098, 846 . 045 2. 634 

1955 414,522 | 10, 160, 330 1, 341, 644 041 3. 237 

1956 . - - 414,602 | 10, 550, 943 1, 290, 936 039 3.114 

1957... 421,421 | 10, 491, 403 1, 155, 420 . 040 2. 742 
Source: Interstave Commerce Commission, Statistics of Kailways in the United States, statements 


M-100 and M-125. 
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Exuisit No. 2.—Total capital expenditures for additions and betterments, 
class I line-haul railways, 1921-57 


Amount 4mount 
Year (000) Year (000) 
a $557, 035 | 1939____- Sirah es: ania $262, 029 
 adiactithsstninetbetickicmis ante < 429, 278 | 1940___.___- liciesnitch ace Blesiane a om 429, 147 


‘ is het wr anctinetit ike apenas i I IIR a ii ois twins Bical esto me eon dock oo cos 543, 021 
1924__ esis diseases tthe ais a ty WOE SO Ee ance nce esince ais 534, 897 





Ns ag a eh eae ag So ia ich ni tla mek nne 454, 282 
a netica edna Nii as eh 885, 086 | 1944. __-__- stajhsigi eee deshi 560, 112 
SSR See ee ies sent ear estniacr ene se 562, 980 
NR se dacietoak ay ss pct alee Nes cle hoo onic 561, 957 
| ao Jue. nteends. 853, 721 | 1947___- basi eeee® ae 864, 689 
——_———_—_———— | 1948_______- jalviont sips Geer maws ey a 

1921-29: Total____ Oe re ee 
Average per year__-_ as IR Nocti chicnsbs csi nats eueicwigsincaen 1, 065, 842 

| 1951_- se eit —- 1,413,900 

NG iitenkntaiicde ihm ipecge ladies de 872, 608 | 1952____- ticmibadightien sear. Gee 
Sse le ee ecle Bath. Se RT REO ree ceceeecnnas an 1, 259, 797 
ae ae eS ; 167, 194 | 1954 ie ae Renae eae, 820, 246 
I ii: tics chs ciation nate cecal ie, bet +280. ..--....- et one 909, 521 
ES ek abe aS Bie tie | 2000. ..20 5-5 Nistebiccienec” gee en 
1935__ Se Se ee 188, 302 | 1957_- ; anee phates 1, 394, 261 
Sc sie conctted ai ceed 298, 991 ae 
a! saibacaieens coi 509, 793 1946-57: Total__.___ 13, 444, 761 
PR dacs oils rents sos ein taieaei 226, 937 Average per year... 1, 120,397 


Source: Bureau of Railway Economics, Association of American Railroads; Interstate 
Commerce Commission, statements M-—125. 


EXHIBIT No. 3.—Age of locomotives in the United States, class I line-haul 
railways, as of Dec. 31, 1936, 1941, 1946, and 1956 


1936 1941 1946 1956 
Age (in years 


Number | Percent} Number | Percent) Number | Percent) Number | Percent 





7 and under 1, 431 3.2 2, 292 4.5 5, 510 12.9 15, 607 51.3 
8 to 12 4, 245 9.4 1, 201 2.9 1, 237 3.0 7, 900 26. 0 
13 to 17 6, 939 15.4 4, 225 10.1 1, 169 2.4 3, 239 10. 6 
18 to 22 7, 904 17.5 6, 876 16.4 4,127 9.6 709 2.3 
23 to 27 10, 884 24. 1 7, 457 17.9 6, 707 15.6 262 9 
Over 27 13, 743 30). 4 19, 720 47.2 24, 091 56. 2 2, 716 8.9 
Tota 45, 416 100. 0 41,771 100.0 12, 841 100. 0 30, 433 100. 0 
Source: Interstate Commerce Commission, Statistics of Railwavs in the United State 
Exniprr No. 4. ige of freight-carrying cars in the United States, class I 
line-haul railways, as of Jan, 1, 1984, 1939, 1947, and 1956 
193 1930 M4 1Y56 
A ge n vea 

Numb Percent! Number | Percent) Number | Percent! Number | Percent 
ind unde 153, 775 9.1 201, 777 11.6 5, 274 15.7 
6 to 1 138, 658 8.3 240), 155 13.7 302, 7 17.9 
11 to 15 ( 343, 516 20.4 74, 559 1.3 232, 924 13.8 
Total, 1 to 15 794, 517 39. 3 635, 949 37.8 516, 494 29. ¢ 800, 984 47.4 
16 to 20 357, 466 17.7 278, 344 16. 6 246, 182 14. 1 196, 569 11.6 
Over 2 867, 493 43. 0 766, 330 45.6 984, 045 56.3 693, 663 41.0 
Total over 15 1, 224, 959 60.7 (1,044, 674 62.2 |1, 230, 227 70.4 x00, 232 52. 6 
Total 2, 019, 476 100.0 |1, 680, 623 100.0 (1, 746, 721 100.0 (1, 691, 216 100. 0 


Not available. 


Source: American Railway Car Institute, Railrood Car Facts. 
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Exuipit No. 5.—Net cash flow and equipment obligations outstanding, class I 
“+ 


line-haul railways, 1921-57 





t [Thousands] 
Depreciation Net cash Equ pment 
Year Net income charges flow obligations 
outstanding 
1921 $313, 563 $155, 968 $469, 531 (2) 
1922 369, 573 169, 808 539, 381 (2) 
1923 554, 995 205, 070 760, 065 ® 
1924 558, 466 208, 064 766, 530 @) 
1925 700, 831 223, 925 924, 756 (*) 
1926 809, 054 231, 497 1, 040, 551 | $1, 069, 180 
1927 672, 900 , 184 912, 084 1, 089, 039 
1928 786, 824 ,719 1, 028, 543 965, 622 
1929 896, 807 , 375 1, 156, 182 982, 472 
1930 . 523, 907 , 253 160 932, 970 
1931 134, 762 , 611 356, 373 837, 547 
1932 — 139, 204 , ill 69, 907 727, 896 
1933 — 5, 863 , 917 194, 054 623, 325 
1934 —16, 887 2, 387 175, 500 600, 372 
1935 7, 539 625 202, 164 524, 556 
1936 164, 630 , O01 358, 131 492, 852 
1937 98, 058 , 035 295, 093 549, 943 
1938 — 123, 471 , 825 5, 3.54 438, 018 
1939 93, 182 , 852 034 425, 406 
1940 188, 851 5, 860 71! 480, 524 
1941 499, 765 3, 340 33, 105 624, 593 
- 1942 901, 713 , 181 1, 239, 894 609, 594 
il 1943 873, 478 525 1, 339, 003 773, 604 
\7 1944 667, 188 461 1, 207, 649 780, 685 
‘ 1945 $50, 434 844 1, 637, 278 772, 532 
te 1946 287, 139 902 653, 041 844, 586 
1947 , 763 864, 638 1, 084, 196 
1948 310 1, 107, 367 1, 440, 976 
1949 , 658 879, 816 1, 692, 647 
1950 589 1, 250, 161 1, 848, 049 
1951 160 1, 178, 336 2, 284, 728 
1952 059 1, 338, 455 2, 581, 570 
1953 457 1, 437, 684 2, 675, 032 
1954 7, 267 1, 228, 957 2, 600, 927 
1955 54, 507 1, 481, 719 2, 532, 153 
1956 605 1, 445, 938 2, 631, 245 
1957 500 1, 315, 498 | i) 
it 
Es ! Depreciation and retirement charges. 
: 2 Not availabk 
6 Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statement M-125. 
3 
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EXHIBIT No. 6.—T otal costs per traffic unit and per gross ton-mile, class I 
line-haul railways, 1922-57 


1922 
1923-_.. is 
increase ibis 
1925___ ee 
1926 _. a 
1927 | 
1928 
1929 
1930 
1931 
1932 
1933... 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944__ 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
Percent change 
1957 ove! 
1922 
1929 
1939 
1945 


Total 
costs ! 
(thou- 


sands) 


PID 1-10 OI Cn me Oo OO NNN NS SO Oe St 


© 00 05 oo © © 


, 798, 906 | 


527, 625 
947, 659 


, 001, 434 


169, 850 
068, 315 


, 938, 872 


027, 823 
412, 318 
662,715 
800, 462 
621, 108 
808, 915 
952, 110 
385, 387 
575, 865 
192, 617 


, 406, 175 


614, 468 
348, 444 
981, 304 
694, 956 
330, 463 


, 050, 101 
, 007, 531 


904, 224 


, 669, 711 


893, 655 
433, 387 
448, 069 
502, 542 


, 554, 770 
, 496, 807 
, 978, 333 
, 482, 697 


569, 059 


99.4 
90.3 
180. 9 
18.9 


Revenue 
traffic units 
(thousands) 


410, 225, 271 
488, 640, 418 
460, 597, O84 
485, 714, 707 
514, 701, 537 
496, 036, 374 
496, 117, 869 
509, 469, 831 
437, 079, 238 
353, 013, 72 

267, 919, 097 
281, 904, 200 
304, 777, 125 
318, 988, 076 
384, O87, 844 
409, 931, 097 
33: , 807 





8, , O80 
420, 777, 915 

772, 459 
, 7aa 
, 501 
, 624 
35, 209 
, 378 








703, 446, 897 | 


63.3 
31.5 
76.9 
—22.5 


Gross 


ton-miles 
(millions) 


, 027, 937 

, 215, 063 

, 185, 195 

, 266, 697 | 

2, 978 | 

, 340, 316 

, 358, 139 

, 401, 805 
254, 365 | 

, 062, 305 | 
844, 191 
856, 253 
920, 248 
949, 375 

, 576 

1, 155, 422 

605 | 

, 089, 291 

181, 916 

, 413, 206 


a 
w 
or 
nt 


= 





, 486, 919 | 
, 588, 068 
, 680, 590 
, 643, 388 | 
, 621, 580 | 
496, 670 
, 625, 359 
, 653, 969 
, 587, 244 


ow 


ath eS 


] 
4 
=] 


_ 


.9 | 





Total costs per— 


Thou- 
sand 


traffi 


c 


units 


$11.6 
11.3 
10.7 


IR 
12 


42 


10. 297 


10.0 
10. 2 
99. 


44 
18 


55 


9. 869 
10. 095 


10. 3 
10.4 


76 
53 


9. 298 


9.2 
9.2 


8.8 


9.5 


16 
oo 
14 
23 
78 


3. 993 


Y 

&. 5 
8.1 
8. 0 
8. 5 
8.9 
9.3 
9.7 


590 


47 
25 
24 
73 
13 
15 


10, 587 


12. 0: 


13. 2% 


2.9 
13. 1 
13.9 
14. 2 
13. 9 
13.1 
13. 4 
14. 2 


99 


44. 


58 


53 


37 
29 
33 
al 
18 
8) 
79 
91 
80 
84 


i 
8 
{ 


| Thou- 


sand 


ere 
ton-1 


SS 


niles 


. 668 
. 49 
.175 
948 
821 
781 
636 
587 
518 
448 
317 
061 
052 
110 
076 
095 
223 
127 
O58 
O77 
404 
967 
196 
315 
214 
543 
095 
309 


5, 310 


622 


782 


Consumer 

Price Index 

(1947-49 = 100) | (1947-49= 100) 
| 


Pays s1 sds sss 


nono I~] 
© NaDoe Qe eo whe 


1 Includes operating costs plus equipment and facility rents and taxes. 


2 Not available. 
* Preliminary. 


Source: Interstate Commerce Commission, Statistics of Railways in the United St: 
M-100, M-211, M-213, and M-220. 
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65.0 
62. 0 
62.9 
61.9 
56. 1 
47.4 
42.1 
42.8 
48.7 
52.0 
52. 5 
56. 1 
51.1 
50. 1 
61.1 
56.8 
64, 2 
67.0 
67.6 
68.8 
78.7 
96. 4 
104, 4 
99. 2 
103. 1 
114.8 
r11.6 
110.1 
110.3 
110.7 
114.3 
117.6 
90. 0 
134.7 
70.9 
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ExHIBIT No. 7.—Revenues per ton-mile and per passenger-mile, class I line-haul 


Year 


1921 
1922 
1923 
1924 
1925... 
1926. 
1927 
1928 
1929_.. 
1930 
1931 
1932-_.. 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1945 
1947 
1048 
194¥ 
1930 
1951 
1952 
1953 
1954 
1955 
1956 


1957 


! Preliminary 


Source: Interstate 
M-100 and M-220 


railways, 1921-57 


Freight 


Revenues 
Revenue 


ton-miles Per ton- 
Amount mile 


Thousands Thousands Cents 














306, 840, 204 | $3, 924, 120 1.275 
339, 285, 348 4, 005, 559 1.177 
412, 727, 228 4 1. 116 
388, 415, 312 4 1.116 
413, $14, 261 4 1. 097 
443, 746, 487 4, 809, 1. O81 
428, 736, 962 4, 643, 5 1. 080 
432, 915, 185 4 1. O81 
447, 321, 561 4 1. 076 
383, 449, 588 } 1. 063 
309, 224, 879 3 1. 051 
233, 977, 009 1. 046 
249, 223, 180 2, 999 
268, 710, 507 x 978 
282, 036, 932 2 YYS 
339, 245, 826 3, 974 
360, 620, 269 3, < 935 
290, 084, 371 2, 983 
333, 438, 412 3, 3 973 
373, 253, 197 3, | 945 
475, 072, 001 4, 135 
637, 983, 503 5 932 
727, 075, 495 ; 33 
737, 246, 444 6 949 
681, 000, 757 OF9 
591, 982, 472 §, O75 
654, 728, 304 7 1 O76 
916, 742 7; 1.251] 

7 1. 339 

‘ 1, 329 

x, 1. 336 

5. 1. 430 

8, 1. 478 

549, 248, SOO al 1. 420 
623, 614. 866 &, 1. 370 
47, 077, 041 8, 1, 883 
618, 100, 000 x, 1. 445 
mmission, Statistics of Railway 


Passenger 


Revenues 


Passenger- ae ia 
miles 
Amount 


Thousands | Thousands 
37, 312, 586 | $1, 153, 792 
35, 469, 962 1, 075, 937 
37, 956, 595 1, 147, 589 
36, 090, 886 1, 076, 457 
35, 950, 22% 1, 057, 704 
35, 1, 043, 071 








33, 649, 706 976, 178 
31, 601, 342 902, 330 
31, 074, 135 873, 564 


26, 814, 825 
21, 894, 421 


29, 470 
, 047 | 















16, 971, 044 , O95 | 
16, 340, 510 342 | 
18, 033, 309 346, 325 
18, 475, 572 357, 905 
22, 421, 009 412, 379 
24, 655 442, 809 
21, 405, 883 


22 


416, 903 


23, 417, 269 
29, 35 514, 681 
53, 65 1, 028, 186 
87, 1, 662, 868 
9, 549, 1. 790, 305 
91,7 1, 716, 379 
4 1, 259, 162 


Per pas- 
Senger- 
mile 


Cents 

3. 086 

3. 027 
018 
978 
938 
936 
896 


noon 


NWNNNNN NNN ION Re eee Re eee mee mm NN hth ht 





6 963, 322 

, 040 964, 303 
35, 094, 501 860, 744 
31, 760, 001 813, 417 
34, 613, 546 900, 310 
34 009, 986 OOK, 185 
31,655 134 S841, 962 
20, 286, 098 767, 283 
28, 525, 744 742, 945 
28, 184, 928 756, 582 
25. 900. 000 735, 339 
in the United States, Statements 
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1921. 
1922 
1923 
1924 
1925 
1926. . 
1927 
1928 . 
1929 


1930_ _ . 


1931 
1932 
1933 
1934 
1935 
1936 
1937 _ . 
1938 


1939. _- 
Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statement M 


ExHIBIT No. § 


Miles of 
road oper- 

Year ! ated by 

receivers 

at close 

of year 
1895 37, 855. 80 
1900 4,177.91 
1905 795, 82 
1910 5, 257. 03 
1915. -- 30, 223. 05 
% 920. - 16, 290. 17 
19:5 18, 686, 99 
19.30 ¥, 486, 28 
1935 15, 920. 00 
1940 11, 658. 00 
1945 5, O88. 00 
190 638. 00 
1955 441. 00 
195 O82. 00 

1 As of June 30, 1895 to 1915, inclusive As of Dec 
Source: Annual report of Interstate Commerce Commissio 
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ExHIsit No. 8.—Net income, class I line-haul railways, 1921 


Net income 
Year ss 
Amount 
(thousands) 


$313, 563 
369, 573 
554, 995 
558, 466 
700, 831 
nae 809, 054 
672, 900 | 
786, 824 
896, 807 
523, 907 | 
134, 762 
— 139, 204 
—5, 863 | 
—16, 887 
7, 539 | 
164, 630 
98, 058 
— 123, 471 
93, 182 


Index 
(1921 = 100) 


100. 0 
117.9 
177.6 
178. 1 
223. 5 
258. 0 
214.6 
250.9 
286. 0 
167. 1 
43.0 


$1, 


1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 


1956 


Miles of 


5 
Net in 


Amount 
(thousands) 


$188, 851 
499, 765 
901, 713 
873, 478 
667, 188 
450, 434 
287, 139 
478, 875 | 
698, 057 
438, 158 
783, 572 
693, 176 | 
825, 396 | 
903, 227 | 
681, 690 
927, 122 
876, 333 | 
733, 998 


Total miles 


Miles of | road oper- of road 
road oper- ited by operated 
ated by both re it close 
trustees ceivers and of year. 
at close trustees All line- 

ol year it close haul com- 
of year panies 

177, 746 

192, 556 

216, 974 

240, 831 

257, 569 

259, 941 

258, 631 

260, 440 

52, 42 252, 930 

63, 612 245, 740 

34, 626 239, 438 

11, 585 236, 857 

1, 497 233, 955 

612 233, 509 


1920 to 1956, inclusive 


1957, 








y 
‘ 
come 
Index 
(1921 = 100) 
60. 2 
159. 4 





125 


)—Mileage of line-haul steam railroads operated by receivers or 
trustees at various dates, 1895 


Percent 
of totai 
mileage 
operated 
by re 
celvers 
or trustees 


27. 02 


63 
5. 16 


83 
68 
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ExHisir No. 10.—Number of carriers showing annual net incomes or deficits, 


y 


class I line-haul railways, 1929-57 





Number with Number with 
Total ; Total 
Year railroads Year railroads | 
Net in- Deficit Net in- | Deficit 

come come | 

| 
1920 124 104 20 | 1944 127 114 | 13 
1930 125 SS 37 1945 125 99 26 
1931 124 57 67 | 1946 123 88 | 35 
1932 124 34 90 | 1947 123 | 92 | 31 
1933 123 4s 75 | 1948 121 | 102 | 19 
1934 124 46 78 | 1949 123 | 101 22 
1935 12 56 68 | 1950 123 108 | 15 
1936 122 65 57 1951 123 107 | 16 
1937 120 61 59 | 1952 122 108 | 14 
1938 120 50 70 122 107 15 
1939 11s 68 50 121 100 | 21 
1940 116 74 42 110 99 | 11 
1941 116 93 23 107 96 11 
1942 118 108 10 106 90 16 

1943 126 114 12 | 


Source: Information in carriers’ exhibit 6, 1943 Nonoperating Railway Employees’ case, and Interstate 
Commerce Commission, statements M-125, 
Exuisit No. 10-A.—wNSelected financial statistics, large railroads in the United 
Ntates, Years 1956 and 1957 


Item 1956 1957 


EASTERN REGION 


Baltimore & Ohio RR. Co 


Net railway operating income $43, 458, 707 $37 GIT. 444 
Net income 2 30, 038, 261 24. 131. 036 
Depreciation 18, 069, 291 18, 560, 221 
Cash available froin operations 48. 107, 552 42 691. 257 
Bessemer & Take Erie RR. Co 
Net railway operating incolne 5, 569, 364 %, $47. 451 
Net income 5, 364, 928 6, 861, 096 
Depreciation 1, 887, 849 1, 891, 855 
Cash available from operation 7. 252 777 & 752 951 
Boston & Maine RR 
Net railway Dper iting Inco 4, 758, 643 5, 519, 208 
Vet incor 741, 225 764, 162 
Depreciation +, 397, 655 4, 968, 674 
Cash available from operations 5, 138, 881 5, 732, 836 


Central RR. Co. of New Jersey 





Net railway operating income 4 550. 668 
Net income 1, 290, 327 
Depreciation 3, 222, 373 
Cash available froin operation 4, 512, 700 
Chicago & Eastern Illinois RR. C 
Net railway operating income t, 652, 878 3, 
Net incom 2, 633, 812 1. 
Depreciation 1, 950, 010 2. O80, 289 
Cash available from operation t. 583, 822 , 303, 332 
Delaware & Hudson RR. Corp 
Net railway operating income 10, 530, 727 &, 857. 960 
Net income 9, 066, 060 7. 596, 406 
Depreciation 2, 714, 559 2, S48, 426 
Cash ilable from operations 11, 780, 619 19, 444, 832 
Delaware, Lackawanna & Western RR. Co 
Net railway operating income 8. 164. 379 3, 451, 688 
Net income 5, O81, 520 499 614 
Depreciation 5, 592, 555 5, 875, 314 
Cash available from operations 10, 674, 075 6, 304, 928 
Elgin, Joliet & Eastern RR. Co 
Net railway operating income 4, 765, 710 4, 362, 706 
Net income 4, 935, 112 4, 578, S18 
Depreciation 1, 632, 965 1, 785, 539 
Cash available from operation 6, 568, 077 6, 364, 357 
Erie Ry. Co 
Net railway operating income 15, 313, 060 10, 814, 810 
Net income 8, 170, 509 3, 600, 600 
Depreciation 8, 866, 772 0, 246, 768 
Cash available from operations 17, 037, 281 12. 847, 368 


98621—)8— 4 
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ExHIBIT No. 10—-A.—Selected financial statistics, large railroads in the United 
States, years 1956 and 1957—Continued 


Item 


EASTERN REGION—Continued 


Grand Trunk Western RR. Co.: 
Net railway operating income 
Net income 
Depreciation 3 
Cash available from operations - - 
Contingent interest___- 

Lehigh Valley RR. Co.: 

Net railway operating income. ..-- 
Net income 

Depreciation 

Cash available from operations 
Contingent interest_- 

Long Island RR. Co.: 

Net railway operating income 

Net income 

Depreciation 

Cash available from operations 
Maine Central RR. Co.: 

Net railway operating income. -- 

Net income 

Depreciation 

Cash available from operations 
New York Central RR. Co.: 

Net railway operating income 

Net income 

Depreciation 

Cash available from operations 

New York, Chicago, & St. Louis RR. Co. 
Net railway operating income 
Net income 
Depreciation ‘ 

Cash available from operations 

New York, New Haven & Hartford RR. Ce 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 
Contingent interest 

Pennsylvania RR. Co 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 

Pittsburgh & Lake Erie RR. Co 
Net railway operating incomes 
Net income 
Depreciation 
Cash available from operations 

teading Co 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 

Wabash RR. Co.: 

Net railway operating income 
Net income 

Depreciation 

Cash available from operations. 

Western Maryland Ry. Co.: 

Net railway operating income 
Net income 

Depreciation 

Cash available from operations 


SOUTHEASTERN REGION 


Atlantic Coast Line RR. Co 

Net railway operating income 

Net income 

Depreciation 

Cash available from operations 
Central of Georgia Ry. Co 

Net railway operating income 

Net income 

Depreciation 

Cash available from operations 
Chesapeake & Ohio Ry. Co 

Net railway operating income 

Net income 

Depreciation 

Cash available from operations 


1956 


—$1, 


5 
—3, 


> 


san 


21, 
16, 


99 


to 


66, 


90, 


$25, 505 


, 273, 629 


784, 740 
488, S89 


» 729, 538 
, 213, 439 
, 737, 409 
, 950, 848 


848, 223 


, 898, 048 


815, 558 


, 054, 644 
, 870, 202 


, 606, 040 
, 361, 476 
, 259, 632 
, 621, 108 


, 320, 739 
, 104, 259 
, 701, 137 
, ROS, 396 


632, 108 


329, 207 


, 500, 655 


820, S62 


, 535, 831 


261, 704 


, 552, 900 
, 814, 604 
, 373, 99S 


, 120, 957 
, 545, 435 
. 413, 188 
, 958, 623 


0, 796, 827 
, 902, 131 









47, 924 


. 450, 055 


, 234, 305 
, 112, 831 
, 443, 099 
, 555, 930 


, 099, 486 
, 054, 814 
, 946, 267 


), 501, OS1 


931, 512 


, 241, 408 
3, 290, 460 


531, S68 


, 268, 109 
, 854, 511 
4 188, G4 
21, 023, 195 


SS4, 804 


», 170, 411 


385, 466 


555, 877 


571, 817 


735, 879 


3, SYR, 415 


634, 294 


i957 


, 142 
, 787, 667 
—7, 665, 475 





946, 089 
1, 188, 379 
3, 758, 301 
2, 569, 922 


836, 959 


2, 118, 326 
1, 239, 132 
: 9 


2 
4, 378, 344 


2, 145, 472 
914, 866 
1, 300, 423 


2, 215, 289 


29, 532, 356 
8, 423, O78 
41, 390, 539 
49, 813, 617 


19, 692, 735 
14, 706, 169 
7, 429, 507 


22, 135, 676 


343, 149 

— 2, 363, 702 
9, 023, 750 
6, 660, 048 
2, 373, 998 





16, 402, 064 
10, 297, 607 





712, 621 
12, 399, 611 
9, 206, 332 
10, 388, 079 


), 839, 258 


20, 227, 33% 
4, 906, 838 
3, O74, 115 


2, 614, 468 
5, 688, 583 


78, 154, 762 
67, 566, 


26, 416, 932 





Q2 QR2 AFF 
>, O, OOO 








249 
142 
H67 


475 


SY 
379 
1 
122 


159 


326 
32 
12 


44 


72 
6 
23 
89 





19 


0 
is 
18 


31 
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ExuH1BiIt No. 10-A.—Selected financial statistics, large railroads in the United 
States, years 1956 and 1957—Continued 


Item 1956 1957 


SOUTHEASTERN REGION—Continued 


Cincinnati, New Orleans & Texas Pacifie Ry. Co.: 


Net railway operating income - -- $8, 254, 960 $8, 414, 342 
Net income... 6, 812, 807 6, 532, 110 
Depreciation. - - 2, 524, 191 3, 030, 560 
Cash available from operations - 9, 336, 998 9, 562, 670 
Florida East Coast Ry. Co.: | 

Net railway operating income... 4, 259, 046 | 2, 856, 694 
Net income__. —341, 060 —1, 434, 525 
Depreciation. - 1, 703, 906 1, 823, 438 
Cash available from operations 1 


, 362, 846 388, 913 

Contingent interest. : - Sieh 

Gulf, Mobile & Ohio RR. Co | 
Net railway operating income 7, 524, 077 
Net income 5, 093, 337 
Depreciation , 236, 936 


as 











Cash available from operations 9, 330, 273 
Illinois Central RR. Co.: 
Net railway operating income - -- 28, 010, 116 20, 833, 097 
Net income _. 22, 470, 636 14, 454, 962 
Depreciation 13, 827. 121 14, 927, 332 
Cash available from operations 36, 297, 757 29, 382, 294 
Louisville & Nashville RR. Co 
Net railway operating income 30, 687, 935 23, 828, 588 
Net income 26, 541, 619 18, 591, 831 
Depreciation 17, 779, 965 17. 489, 341 
Cash available from operations $4, 321, 584 36. O81, 172 


Norfolk & Western Ry. Co. 





Net railway operating income 41, 315, 545 44. 675. 792 
Net income 42, 485, 857 44 535, 759 
Depreciation 12, 833, 260 14, 97/9, 836 
Cash uvailable from operations 5°, 320, 117 59, 506, 595 
Richmond, Fredericksburg & Potomac RR. Co 
Net railway operating income 3, 363, 204 2, 981, 065 
Net income 3, 828, 539 3, 466, 404 
Depreciation 1, 092, 608 1, 103, 114 
Cash available from operations 4, 921, 147 4. 569, 518 
Seaboard Air Line RR. Co 
Net railway operating income 22, 938, 007 21, 342, 965 
Net income 29, 145, 391 18, 509, 148 
Depreciation 9. 497. 098 10, 103. 377 
Cash available from operations 29, 642, 489 28, 612. 525 
Southern Ry. Go 
Net railway operating income 15, 691, 368 40. 530, 797 
Net income 38, 871, 606 34, 066, 710 
Depreciation 12, 929. 549 14, 544, 339 
Cash available from operations 51, 801, 155 48. 611. 049 
Virginian Ry. Co.: 
Net railway operating income 16, 255, 565 19, 076, 299 
Net income 14, 280, 007 17, 09, 290 
Depreciation 3, 213, 422 3. 723° 691 
Cash available from operations 17, 493, 429 20, 820, 981 
WESTERN REGION 
Atchison, Topeka & Santa Fe Ry. Co 
Net railway operating income . 65, 332, 409 56, 309, 773 
Net income 70, 213, 171 61, 941, 791 
Depreciation 33, 038, 341 35, 054, 432 
Cash available from operations 103, 251, 512 96, 996, 223 


Chicago & Northwestern Ry. Co 
Net railway operating income 
Net income 
Depreciation 
Cash available fram operations 
Contingent interest 

Chicago, Burlington & Quincy Ry. Co 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 

Chicago Great Western Ry. Co 


5, 469, 932 
— 416, 960 
16, 276, 705 
15, 859, 745 
3, 038, 637 


21, 001, 392 
17, 182, 612 
15, 922, 841 
33, 105, 45 








Net railway operating income 4, 399, 357 1 866 
Net income 3, 403, 217 3, 551, 408 
Depreciation 1, 943, 590 2, 046, 086 
Cash available from operations 5, 346, 807 5, 597, 489 
Chieago, Milwaukee, St. Paul & Pacific RR. Co 
Net railway operating income 17, 344, 934 16, 418, 693 
Net income 8, 485, 914 7, 916, 348 
Depreciation : 14, 15, 227, 966 





Cash available from operations 23, 132, 203 23, 144. 314 








46 RAILROAD PROBLEMS 


EXHIBIT No. 10-A.—NSelected financial statistics, large railroads 
States, years 1956 and 1957—Continued 


Item 1956 


WESTERN REGION—Continued 


Chicago, Rock Island & Pacifie RR. Co.: 





in 


Net railway operating income. - $20, 381, 040 
Net income _____. 15, 721, 819 
Depreciati>n_ - __ C . 9, 861, 771 
Cash available from operations 25, 583, 590 
Denver & Rio Grande Western RR. Co.: 
Net railway operating income , 047 
Net income ™ , 602 
Depreciation 3, 492 
Cash available from operations 3, 094 
Duluth, Missabe & Iron Range Ry. Co.: 
Net railway operating income 5, 534, 994 
Net income 5, 976, 386 
Depreciation 2, 342, 985 
Cash available from operations 8, 319, 371 
Great Northern Ry. Co. 
Net railway operating income 30, 407, 474 
Net income 32, 239, 468 
Depreciation 12, 747, 143 
Cash available from operations 44, 986, 611 
Kansas City Southern Ry. Co 
Net railway operating income 7, 921, 449 
Net income 6, 440, 941 
Depreciation 1, 667, 622 
Cash available from operations 8, 


Louisiana & Arkansas Ry. Co. 











Net railway operating income 5, 431, 147 
Net income f 5s 
Depreciation i 
Cash available from operations 6, 527, 446 
Minneapolis, St. Paul & Sault Ste. Marie RR. Ce 
Net railway operating income 3, 813, 401 
Net ines 2, 939, 806 
Depreciatirn 1, 970, 786 
Cas available from operations 4. 910, 592 
Missouri-Kansas-Texas RR. Co 
Net railway operating income 5, 323, 957 
Net income 1, 940, 207 
Depreciation 4, 240, 808 
Cash available from operations 6, 181, 015 
Contingent interest 677, 793 


Missouri Pacific RR. Co 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 
Northern Pacific Ry. Co 


Net railway operating income 17, 875, 4 
Net income 20, 983, 
Depreciation 10, 407, 
Cash available from operations 31, 391, 
St. Louis, San Francisco & Texas Ry. Co 
Net railway operating income 203 
Net income 166, 
Depreciation 5S, 
Cash available from operations 225, 
St. Louis-San Francisco Ry. Co 
Net railway operating income 14, 201, 
Net income 6, 848 
Depreciation : 8, 388, 
Cash available from operations 15, 236, 
St. Louis Southwestern Ry. Co 
Net railway operating income 10, 912 
Net income 11, O79, 
Depreciation 2, 486, 
Cash available from operations 13, 565, 


Southern Pacific Co 
Net railway operating income 
Net income 
Depreciation 
Cash available from operations 
Spokane, Portland & Seattle Ry. Co 


Net railway operating income , 709 
Net income 2, 786, 
Deprecia‘ion 1, 948, 


Cash available from operations 1 734, 








846 
201 


235 
Su) 


7. 
“) 


043 
505 
LS8 
783 
732 
043 


461 
‘4 


295 


, 500 
2, 161 
661 


477 


257 
576 
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the United 


1957 


$14, 323, 462 


9, 704, 
148, 
852, 


10, 
19, 


15, 

13, 
4, 

17 


974, 
302, 
680, 
, 983, 


638, 
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, 525, 
, 565, 


, 090, 


, 853, 
643, 
287, 
930, 


, 995, 
», 415, 
, 799, 
. 215, ! 


, 013, 
, 954, 
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, 07, 


. 290 


855, 
, 263, 


3, 407 


18, 
16, 
34, 
17 

21 
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32 
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401, 
126, 
360, 
486, 


178 
161, 
57. 
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768, 
652, 
, 149 
802, 


136 
040 
176 


241 
392 
821 
213 


235 
758 
206 
O64 


703 
515 
144 


659 


148 
793 
756 


549 


546 
R51 
552 


403 


685 
934 
774 
708 


223 
539 


O57 
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IXHIBIT No. 10-A.—wNSelected financial statistics, large railroads in the United 
States, years 1956 and 1957—Continued 


Item 1956 1957 


WESTERN REGION—Continued 


Texas & New Orleans RR. Co.: 


Net railway operating income g $7, 547, 035 $8, 805, 302 
Net income....-.--.- st * ‘ 5, 614, 427 | 6, 579, 168 
Depreciation - - . 7” ‘ 3, 838, 449 3, 782, 639 
Cash available from operations_ - s ; . 9, 452, 876 10, 361, 807 
Texas & Pacific Ry. Co.: 
Net railway operating income 9, 332, 579 6, 280, 439 
Net income__. &, 474, 004 5, 898, 645 
Depreciation _ . - : 4, 149, 582 4, 250, 322 
Cash available from operations. - 12, 623, 586 | 10, 148, 967 
Union Pacific RR. Co.: 
Net railway operating income 42, 137, 162 | 38, 818, 024 
Net income 78, 568, 845 78, 247, 776 
Depreciation _ - ; 25, 887, 887 26, 847, 247 
Cash available from operations : ‘ 104, 456, 732 105, 095, 023 
Western Pacific RR. Co.: 
Net railway operating income - - ‘ 6, 752, 869 7, 129, 669 
Net income... aa 3, 639, 22 4, 362, 041 
Depreciation. : 3, 338, 729 3, 447, 991 
Cash available from operations. . ‘ an 4 6, 977, 983 7, 810, 032 
Wisconsin Central Ry. Co.: 
Net railway operating income = a“ 3, 420, 933 1, 849, 756 
Net income : . 1, 825, 181 190, 163 
Depreciation ; 1, 576, 255 1, 560, 193 
Cash available from operations ad 4 da a 3, 401, 436 1, 750, 356 


EXPLANATION OF TERMS USED 


Large railroads: These are railroads so classified by the Interstate Commerce Commission in its summary 
financial publication—Monthly Statement M-150 

Net railway operating income: The net left from operating revenues after payment of all expenses, includ- 
ing depreciation and all taxes, but before deducting fixed charges 

Net income: The net amount of all operating revenues and other corporate income after payment of all 
expenses, including depreciation, all taxes, all fixed charges, and contingent interest. 

Fixed charges include fixed interest on corporate bonds and other obligations, rentals on leased properties 
and equipment, and other payments required by past corporation agreements and commitments 

Contingent interest: Interest on income bonds and other obligations, payable only if earned. This 
interest is charged under ICC accounting procedures whether it is paid or not 

Depreciation: The operating expenses charged to depreciation of road and equipment property accounts 
under ICC accounting procedures. These are amounts of cash taken out of operating revenues and kept 
by the carriers for use as the carriers desire 

Cash available from operations: The total cash kept by the carriers from current earnings and depreciation 
accruals during the period. ‘This is the total cash left from corporate operations that is available for the 
payment of dividends, replacement and improvement of properties, retirement of debt, and other purposes 


Exuisir No. 11.—Rate of return, based on capital stock and net income, all 
steam railways in the United States, 1921-56" 


Dollar amounts in thousands] 









Year Capital Net in Rate of Year Capital Net in- |Rate or 

stock come return tock come return 

Percent Percent 

1921 $6, 673, 424 5.3 1939 $6, 990, 933 | $141, 134 2.0 
1922 6, 751, 350 6.4 1940 7, 020, 559 3.5 
1923 6, 847, 048 9.2 1941 7, 004, 290 672 8.0 
1924 6, 805, 830 9.2 1942 6, 960, 517 2, 843 14.3 
1925 6, 885, 437 11.2 1943 6, 921, 057 , 150 13.7 
1926 6, 830, 465 12.9 || 1944 6, 964, 336 3, 461 10. 5 
1927 6, 756, 046 11.0 1945 7. 007. 707 2. 250) 79 
1928 7, O84, 045 12.1 1946 7, 013, 558 , 966 4.8 
1929 7, 212, 586 13.5 1947 7, 001, 804 57, 405 7.7 
1930 7, 185, 499 8.0 1948 6, 915, 155 767, 949 11.1 
1931 7, 111, 029 2.4 1949 6, 917, 979 496, 103 7.2 
1932 és 7, 057, 936 1950 6, 979, 630 854, 951 12.2 
1933 ... 7, 174, 773 4 1951 6, 998, 197 757, 934 10.8 
1934 7, 038, 963 3 1952 7, 040, 748 900, 472 12.8 
1935 7, OO1, 706 7 1953 6, 975, 519 939, 887 13.5 
1936 7, 095, 196 3.1 1954 7, 015, 507 712, 252 10. 2 
1937 7, 068, 863 2. 1 1955 6, 796, 000 958, 849 14.1 
1938 7, 022, 845 1956 6, 575, 000 908, 416 13. 8 


| 


! Stock in the hands of the public, not held by railway companies 


Source: Interstate Commerce Commission, Statistics of Railways in the United States. 
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ExuHsiT No. 12. 


RAILROAD PROBLEMS 


EXCERPTS FroM STATEMENTS OF J. M. SYMES, PRESIDENT, 


PENNSYLVANIA RAILROAD Co. 


Before President’s Emergency Board No. 106* and to Stockholders of the Penn- 
sylvania Railroad Co. in Annual Report for the Year 1954 and at Stockholders’ 


Meetings * 


RAILROAD FINANCIAL POSITION 


Before Emergency Board No. 106 


I have indicated that my railroad ex- 
perience covers a span of about 38 years. 
I have seen many changes take place in 
the industry during that time, and I 
have seen some very serious problems 
confronting it—but I must say, in all 
fairness to this case, that I have never 
visualized such a gloomy outlook of the 
future as appears on the horizon today 
(p. 1753). 

od as * ad ak 

I have portrayed, as briefly as pos- 
sible, certain salient features of the 
Pennsylvania Railroad—as to its phys- 
ical size, its capacities, the area it 
serves, the amount of traffic it handles, 
the revenue it takes in, its cost of doing 
business, its low earnings, as related 
to gross revenue and investment, its 
employment, and other factors, perti- 
nent to a better understanding of the 
testimony I am about to present. 

These figures should indicate that, 
because the Pennsylvania Railroad rep- 
resents such a large part of the indus- 
try, it is bound to be more or less typical 
thereof (p. 1759). 





* * * * * 


I now wish to discuss the recent 
decline in railway traffic, and the pros- 
pects for the year 1954. I would also 
like to give you some idea of the ex- 
tent to which the Pennsylvania Rail- 
road is prepared for the anticipated 
decline in traffic. 

Perhaps I should say I wish to dis- 
cuss the extent to which we are unpre- 
pared for the anticipated decline in 
traffic—and, in this respect, I think 
our situation is typical of most Amer- 
ican railroads. This subject, it seems 
to me, is of great importance in deter- 
mining the wisdom of granting de- 
mands, of organizations representing 
railroad employees, which would con- 


tribute materially to our operating 
costs. 
The figures which I shall present 


will also be helpful to you in judging 


1Fifteen cooperating railway labor 
Transcript vols. 18 and 14, February 


vice president of the railroad. S 
2 Annual report to stockholders, February 23, 1955; 
17, 1955, and May 11, 1955. 


organizations, 
22 and 


In 1954 annual report and at stock- 
holders’ meetings 


PENNSYLVANIA ROAD'S PRESIDENT CALLS 
OUTLOOK THE BEST IN 8 YEARS 


Annual report expresses regret that 
better results couldn’t be produced 
for last year 


PHILADELPHIA. “We are more opti- 
mistic going into 1955 than at any time 
in the past 8 years,” James M. Symes, 
president of the Pennsylvania Railroad, 
told shareholders in the annual report. 
His statement followed an expression 
of regret that “the board of directors, 
the officers, and employees of the com- 
pany * * * were not able to produce 
better financial results for the stock- 
holders in 1954.” 

The Nation’s largest railroad previ- 
ously reported 1954 net income of $18,- 
500,000, equal to $1.41 a share, on gross 
revenues of $848,800,000. This was off 
sharply from 1953 net of $38,800,000, 


equal to $2.95 a share, on gross of 
$1,034 million. But the 1954 results 
represented a substantial comeback 


from early months of the year, when a 
sharp drop in revenues resulted in net 
deficit for first quarter of $10 million. 


FAVORABLE FACTORS LISTED 


Consolidated income of the Pennsyl- 
vania Railroad System for 1954 was 
$28,259,519, equal to $2.15 a share, 
compared with $47,254,664, or $3.59 a 
share, in 1953. 

Mr. Symes based his optimistic out- 
look on the following factors: 

Extraordinary expenditures required 
to rehabilitate the property after their 
“overloading and overworking”’ in 
World War II are behind the Pennsy. 
“Instead of a billion-dollar program in 
a 6-year period, our costs for improve- 
ments and new equipment will be on a 
reduced basis and more nearly normal 
in the years ahear,” he stated. 

“The business recession that de- 
pressed our volume sharply in 1954 has 
been reversed and the present trend is 
encouraging. 


1953 


1954. 


54 Rules case, Chicago, Ill. 
(Mr. Symes was then executive 
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our ability to pay such demands, in the 
light of current conditions. 

In presenting this material, I pro- 
pose to compare the decline in traffic 
that is expected in 1954, as compared 
with 1953, with the decline in traffic in 
1930, as compared with 1929 * * * 
(pp. 1874-1875). 


* ¥ x * * 


You all remember the seriousness of 
the 1980 depression. I am not trying 
to say that we are going into anything 
like that now—but there is evidence to 
indicate that we are going into a de- 
pression or recession—whatever we 
want to call it—of about 50 percent of 
the severity of the 1930 one, insofar as 
ton-mile volume of traffic in our rail- 
road is concerned. But that is a very 
serious situation now—because we are 
just not in position to stand it—even 
though it might be only 50 percent as 
severe. 

I am now going to show why we are 
not in as good a position to stand an 
abrupt decline today as we were in 
1930. * * * (p. 1880). 
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“The present administration in 
Washington has recognized the na- 
tional need for strengthening common 
carrier transportation—and the chance 
for corrective legislation seems better 
than at any time since the end of 
World War IT.” 


Brimming with optimism, the annual 
report carried tables that compare 
Pennsy operations with other eastern 
railroads. Claiming new records in 
gross and net ton-miles per train-hour 
and in cars per engine-hour in yard 
operation, the report stated, “by each of 
four yardsticks for measuring the effi- 
ciency of freight operations, the Penn- 
sylvania is substantially better than the 
average of other eastern railroads.”’ 
(Source: Wall Street Journal, March 
17, 1955.) 


PENNSY ROAD NET IN FIRST 4 MONTHS 
BEST IN 10 YEARS 


Profit topped $11 million in period, 
against deficit of $3,375,000 last year— 
Dissidents’ group formed 


PHILADELPHIA.—Pennsylvania Rail- 
road’s operations for the first 4 months 
this year will produce net income of 
more than $11 million, compared with a 
deficit of $3,375,000 for the like period 
last year, James M. Symes, president, 
told the annual meeting. 

The net income equals 85 cents a 
share. Mr. Symes said earnings for 
the 4 months are the best for any such 
period in the last 10 years. For the 
3 months ended March 31, 1955, Pennsy 
had net income of $7,112,000, or 54 cents 
a share. 

“We now estimate that gross revenues 
for the 4 months will be up about $6,750,- 
000 or about 2% percent,’ Mr. Symes 
said, adding that operating expenses for 
the period will be down nearly $9 mil- 
lion. Pennsy’s gross revenues for the 
first 4 months of 1954 totaled $278.5 
million. 

The road set up its 25-cent quarterly 
dividend rate this year “with the hope 
that it will be supplemented by an extra 
dividend at the end of the year, depend- 
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FUTURE ECONOMIES 


“Now I would like to summarize 
what I have said with respect to the 
diesel locomotives. I have told you of 
the large economies they have produced 
to our industry. How these economies 
have been used to offset the higher 
costs of operation, as the result of wage 
increases and improved working con- 
ditions for the employees as well as the 
inadequacy and lag in authorized rate 
increases. Of the large amounts of 
money that are still due on the install- 
ment buying of the diesels themselves— 
how regulatory bodies seem to think 
that diesel locomotives economies will 
pay increased wage bills and eliminate 
the necessity for increased rates—how 
we are increasing our future mainte- 
nance liability in these comparatively 
new locomotives as they grow older 
how we have just about reached the 
end of procuring additional economies 
from extended use of diesels because of 


our present high ownership—the fluc- 
tuations that occur in traffic from 
month to month adversely affecting 


utilization, and the expected lower vol- 
ume of business going into 1954. 
“Don't let anyone be fooled that fu- 
ture additional economies from the ex- 
tended use of diesel locomotives will 


again bail us out of our financial diffi- 
That honeymoon is just about 
Unfortunately, 


culties. 


over. there are no 
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ent, of course, on estimated results for 
the year, plus an appraisal of the fu- 
ture,” Mr. Symes reported. 

More than 1,000 shareholders at- 
tended the annual meeting in the ball- 
room of the Bellevue-Stratford Hotel. 

Recalling that he had expressed opti- 
mism for 1955 at the outset of the year, 
Mr. Symes declared, “It now appears 
that some of our reasons for optimism 
are beginning to show in actual results.” 

“Business is on the upturn and we 
believe it will continue at a fairly high 
level during the year,” he said. For 
the first 4 months Pennsy’s freight busi- 
ness was up 10 percent over the like 
period a year ago as expressed in net 
ton-miles. Passenger business declined 
5 percent for the same period, he said. 
Pennsy’s passenger deficit, while down 
from the level of a few years ago, “‘re- 
mains a major problem to our com- 
pany,’ Mr. Symes commented. (Source: 
Wall Street Journal, May 11, 1955.) 

FREIGHT SERVICES 

New records were set in and 
net ton-miles per train-hour, and in 
cars per engine-hour in yard operations. 
By each of the four yardsticks for 
measuring the efficiency of freight op- 
erations, shown in the charts at the 
left, the Pennsylvania is substantially 
better than the average of other East- 
ern railroads. 

Elapsed time was reduced for a num- 
ber of scheduled freight trains, par- 
ticularly in through east-west services 
between New York and Chicago and 
St. Louis. Terminal operations were 
improved by revising classifications and 
train makeup to allow “overheading” 
certain yards. The most important in 
novation of the year, however, was the 
inauguration of Pennsylvania “Truc 
Train” service for highway trailers. 
which is commonly called piggyback.” 
(Source: Annual report, 1954, p. 12.) 


gross 
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other new major improvements now ap- 
pearing on the rail transportation ho- 
rizon that will produce economic 
changes, such as have been possible 
with the diesel locomotive in the recent 
past” (pp. 1778, 1779). 
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PASSENGER SERVICE OUTLOOK 


“While the exhibit I have just ex- 
plained portrays the picture of the en- 
tire passenger train operating results 
over a period of years, I would like to 
show further the seriousness of the 
losses of passenger volume during the 
past several years—and what the pic- 
ture looks like for 1954, and for that 
purpose I refer you to the next page, 
page 10 of my exhibit. If you will look 
at column 2, you will see the number of 
passenger-Mmiles handled by months dur- 
ing 1951. The same information is 
shown for 1952, in column 3, with per- 
centage increases or decreases, com- 
pared with the same months of 1951, in 
column 4. It will be noted that the 
decreases for the year 1952 was 1.9 per- 
cent as compared with 1951; that is on 
the bottom line of column 4. Starting 
with increases early in the year, these 
declined steadily from February on, be- 
coming a decrease in June, growing 
much more pronounced during the 
latter part of the year, as will be noted. 

“Columns 5, 6, and 7 show the same 
information for 1953. It will be noted 
that the decrease, as compared with 
1951, was 10.8 percent—and, as com- 
pared with 1952, the decrease was 9.1 
percent. Column & shows the passen- 
ger-miles we estimate will be handled in 
1954, with percentage changes shown 
in columns 9, 10, and 11. It will be 
noted all the changes are decreases, 
with 1954, 5 percent down from 1953 
as indicated on the bottom line of col- 
umn ?. 

“There is no stopping of this down- 
ward trend. The population of this 
country, and its travel habits, have in- 
creased enormously over the period of 
years, but, unfortunately, the railroads 
have not only failed to participate in 
that growth, but are now actually de- 
clining in their own year-to-year vol- 
ume” (pp. 1786, 1787). 


* % * * * 


“We have made substantial progress 
in the economics of our passenger op- 
erations, and with new plans for both 
improving the quality and lowering the 
costs of passenger cars, the prospects 
for further advancement are promis- 
ing.” 

* a * ak * 


(Source: Annual report, 1954, p. 5.) 
PASSENGER SERVICES 


A major improvement in the finan- 
cial results of passenger operations 
was evident in the reduction of $12,- 
900,000 in the passenger deficit, in spite 
of increased wages and other costs. 

According to the Interstate Com- 
merce Commission formula the passen- 
ger deficit for the Pennsylvania Rail- 
road was $43,700,000 in 1954, compared 
to $56,600,000 in the relatively more 
prosperous year of 1953. This formula 
allocates an increasing share of over- 
head and other joint expenses to pas- 
senger operations when freight business 
decreases disproportionately. 

A comparison of expenses to revenues 
for 1954 produces a passenger operating 
ratio of 114 percent, one of the lowest 
for any major passenger railroad. Fur- 
ther improvement in this passenger op- 
erating ratio is expected in 1955. 

* as * * ao 


(Source: Annual report, 1954, p. 15.) 


NEW TRAINS 


Passenger equipment of revolutionary 
new design is now being built, and the 
first of these trains will be tested on the 
Pennsylvania Railroad in 1955. 


To improve results of passenger oper- 
ations at present levels of railroad 
passenger fares, capital investments and 
maintenance and transportation costs 
of passenger equipment must be reduced 
substantially. To achieve such reduc- 
tions and still offer improved comfort, 
speed, and attractiveness, with un- 
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diminished safety, is an engineering 
challenge to the railroads and to the 
car-building industry. 

A committee of engineers, represent- 
ing six of the large passenger railroads, 
was appointed to study every type of 
existing and proposed passenger coach, 
both here and abroad, and to submit 
recommendations for achieving the ob- 
jectives mentioned above. The reports 
of this committee have been of great 
value and several car builders are now 
separately and competitively trying to 
design trains of generally similar types 
to achieve the desired objectives. 
(Source: Annual report, 1954, p. 16.) 


FUNDED DEBT 


“The left third of the sheet indicates 
the bonded-debt situation. Look down 
the line of maturities in column 2. If 
these maturities were uniformly spread, 
it would be bad enough, but as you see 
with the 1960 bulge going up to about 
$64 million, and the 1965 bulge going 
up to $116 million—you can very well 
appreciate what we are up against. 

“Then look at the carrying charges on 
that debt—the interest, shown in col- 
umn 3. These are staggering figures. 
During the next 20 years, we have ma- 
turities coming due, to the extent of $428 
million, as shown at the bottom line of 
column 2—interest, of over $429 million, 
as shown at the bottom line of column 
3—a total, of maturities and interest, 
in the amount of $853 million, as shown 
on the bottom line of column 4. 

“Now, let’s look at the middle portion 
of the statement—involving equipment 
obligations. Again, a very sizable fig- 
ure—and, during the next 16 years, it 
amounts to over $351 million in matur- 
ities, as shown in the bottom line of 
column 5—about $60 million in interest, 
stated in the bottom line of column 6— 
or a total of more than $411 million, 
shown in the bottom line of column 7. 


“Then put the figures together, as 
shown in the right third of the state- 
ment. 
serious, 


This is really something quite 
for the management of the 


» * * x 


The amount of debt, and the annual 
charges to support it, both of which 
were increasing from 1948 to 1952, are 
now decreasing, and substantial further 
reductions in both are scheduled each 
year in the immediate future. 


x: ae Bn x 


(Source: Annual report, 1954, p. 5.) 


DEBT REDUCTION 

During 1954, the debt of the system 
was reduced by $52,391,000. In 1953 the 
reduction was $30,693,000. These 2 
years mark a significant reversal of the 
increases in debt during the earlier 
postwar period which accompanied the 
billion-dollar improvement program de- 
scribed in detail in last year’s annual 
report. Funds for this reduction were 
obtained primarily from two sources— 
depreciation cash and proceeds from the 
sale of property and other assets. The 
largest item in the latter was the sale 
of our stock interest in Pennsylvania 
Greyhound Lines, Inc. The net reduc- 
tion in debt in the last 2 years, amount- 
ing to approximately $83 million, will 
will result in reducing fixed charges by 
more than $2,500,000 annually. 

The only trust certificates issued were 
series BB for $5,265,000 sold under com- 
petitive bidding at 2% percent interest. 
Proceeds provided 75 percent of the cost 
of 38 diesel-electric locomotives and 320 
freight cars. 

A total of $33,908,000 of equipment 
obligations was paid or reacquired, re- 
sulting in a net reduction in equipment 
debt of $28,551,000. Bonded debt paid 
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Pennsylvania Railroad, to be concerned 
with. 

“It shows that, during the next 20 
years, we will have maturities of about 
$775 million, shown on the bottom line 
of column—debt, interest, of over $489 
million, shown on the bottom line of 
column 9—or a total of $1,264 million, 
stated in the last line of column 10. 

“Look in column 10, how it pyramids 
to over $122 million in the year 1960— 
and that is only 6 years away—and on 
up to nearly $155 million in the year 
1965 which is just 5 years later. Every 
time I look at this statement, I become 
somewhat jittery—and this is particu- 
larly so as I look back to compare the 
present situation with previous years” 
(pp. 1848-1850). 


WORKING 


“T now would like to refer vou to page 
45 of my exhibit. This statement indi- 
cates the trend of the working capital 
of the Pennsylvania Railroad. 

“Line 3 shows working capital—the 
figure we are mueh concerned about. 
See the downward trend here—a drop 
of 27 percent, from $147 million at the 
end of 1948, to $107 million at the end 
of 1953—and on down to the $84 mil- 
lion we expect to reach by the end of 
1954. 

“The next line indicates percent of 
working capital to total railway operat- 
ing revenues. Again, look across the 
sheet and note the downward trend. 

“Line 5 shows materials and sup- 
plies; while the amount invested there- 
in today is almost the same as it was 
6 years ago, because of inflation the 
materials in the inventory are actually 
less. 

“Incidentally, while it is customary 
accounting procedure to include mate- 
rials and supplies as a part of working 
capital, the practice would seem open 
to question in our industry, the railroad 
industry. 

“With most industries, materials and 
supplies represent either inventory of 
raw materials—to be fabricated—or in- 
ventory of finished materials—awaiting 
shipment. In either event, it is some- 
thing that will be turned into cash in 
the normal processes of the business. 

“With a railroad, materials and sup- 
plies represent an inventory of parts 
and materials necessary to protect its 
operation. Like the spare tire on your 
automobile it does not represent some- 
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or reacquired during the year amounted 
to $23,860,000. 

Over the next 5 years, debt maturities 
will average $43 million a year. The 
major portion of these maturities is 
represented by equipment obligations. 
Cash generated by equipment depre- 
ciation charges, which amounted to 
$35,482,000 in 1954, will exceed exist- 
ing equipment maturities each year. 
In 1960, payment of $49 million Penn- 
sylvania Railroad consolidated mort- 
gage, 4144 percent bonds is due. 

The outstanding amount of Pennsyl- 
vania Railroad general mortgage, series 
A, 44%4 percent bonds due in 1965 has 
been reduced from $125 million to less 
than $100 million. (Source: Annual 
report, 1954, pp. 10, 11.) 


CAPITAL 


Actual comparative working capital at 
end of years 1953 and 1954 (as de- 
rived from annual report, p. 29) 


[000 omitted] 


1953 1954 


Current assets_- $283,927 $265, 551 


Current liabili- 
Os ee 176, 660 158, 466 
Working capital__ 107,267 107, 085 


Percent working 
capital to railway 
operating reve- 


SO esses cack. 10. 4 12.6 
Material and sup- 

Sc sesa.cecatamel $69,091 $63, 851 
Working capital 

less material 

and supplies____ 38, 176 43, 234 


Percent working 
capital less ma- 
terial and sup- 


plies, railway 
operating reve- 
nvies .22.. ao 3.7 5.1 


1Includes equipment obligations and 
bonded debt maturing within 1 year and 
sinking-fund requirements. 


REVOLVING BANK CREDIT 


As insurance against any temporary 
financial emergency, arrangements 
were made with a small group of banks 
for a 2-year revolving bank credit of 
$50 million. To date no funds have 
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thing that will be turned into cash, 
through sale, in the normal process of 
the railroad’s business operations. We 
sell, the railroads sell, only a service— 
transportation. 


COMPETITION 


& * * 6 *” 


“IT have outlined the seriousness of 
the freight situations from the stand- 
point of results—and how subsidized 
competition is also rapidly moving into 
that field of operation. How we are 
failing to participate in the traffic 
growth of the country—and the rea- 
sons for this unsatisfactory situation. 
How, because of subsidized competition, 
we are not in a position to raise rates 
to meet increased costs withont dam- 
aging results in the way of loss of busi- 
ness. What we are attempting to do to 
commercialize rates in order to hold, 


and possibly recapture, traffic from our 
competition (pp. 1990-1991). 
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been borrowed under this arrangement, 
and no immediate use of the credit is 
contemplated. (Source: Annual report, 
1954, p. 11.) 


“Line 6 shows working capital, after 
deducting materials and supplies. Thus, 
it presents a much truer picture of the 
situation, than does line 3. 

“Note the decrease, here, from 1948 
to 1953—over $39 million, from $77 
million to $38 million, or 51 percent. 
Note, further the figure we expect this 
to decline to in 1954, as shown in 
column S—$19 million—a 50 percent 
decline from the very low figure reached 
in 1953. 

“The last line, No. 7, shows the per- 
centage of working capital, less ma- 
terials and supplies, to total railway 
operating revenues. 

“That is actually a more realistic fig- 
ure to compare with percentage of 
working capital to volume of business 
for industry in general, as shown on 
page 44, the one I referred to, column 7. 

“It will be noted, when such a com- 
parison is made, that the 5.8 percent ob- 
taining on the Pennsylvania in 1952 is 
less than one-third of that for steel, the 
lowest industrial group shown—only 
one-sixth of that for the drug industry, 
the highest group shown—and less than 
one-quarter of the 24.65 average for the 
industrial groups shown, as a whole. 

“Furthermore, the current trend is 
definitely down. Note that 1953 showed 
a 36 percent reduction under 1952—and 
that the 2.0 percent estimated at the 
end of 1954 will represent a further de- 
crease of 46 percent.” (pp. 1856-1859) . 


AND INDUSTRIAL EXPANSION 


ok * * * ca 


“The development of Truc-Train 
service for the transportation of high- 
way trailers on specially designed rail- 
road fiatcars and moved in long-haul, 
high-speed freight trains offers a new 
source of revenue that we expect to 
continue to grow during the next few 
years until it becomes an important 
profitable addition to our business.” 

ok * Ck * * 


(Source: Annual Report, 1954, p. 5.) 
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ent, 

t is INDUSTRIAL DEVELOPMENTS 

ort, Research and technological improve- 
ments by industry in the development 

fter of new products and the new uses of 

raw products and other materials have 
pre greatly broadened the work of the in- 
rae dustriai department. Through its 

948 ability to furnish this type of informa- 

877 tion, as well as facts relating to taxes, 

‘ labor supply, utilities, and similar 

ah basie data, the company’s department 

ran for industrial development has mate- 
tr: rially increased its usefulness to those 
seeking plant locations. 

hed The results of the work in 1954 were 

. gratifying: 229 new industrial plants 
we were located on the railroad with side 
er track connections, and 63 existing 
yay plants with sidings were expanded. 
fiz- The new plants are estimated to 
of produce $12,300,000 additional gross 
st freight revenue annually for the com- 
wa pany and the expanded existing opera- 

in tions are expected to increase our reve- 

BS nue by $5,700,000 a year, a total in- 

m- crease of approximately $18,000,000 a 

ob- year. 

oes Besides the many services offered by 

ee our industrial department, which are 

uly essential in helping industry find the 
ry, right sites, there are many natural and 
an economic reasons for the location of 
he plants in the 13 States and the District 

‘ ° of Columbia served by the railroad. 

is About half of the population and over 

ed half of the Nation’s income is found in 
nd this area. Here also are the greatest 
he reservoirs of skilled labor and the larg- 
le- est consuming markets of the Nation. 

) - Company interests have about 2% 
billion tons of coal reserves, which are 
available for development by industry. 
In one of the reserves areas, mining 

in operations have started and negotia 

b- tions are underway for the opening of 

il- additional mines. 

- Ready access to coal, and other natu 

Wy ral resources, an adequate water sup 

i ply, as well as proximity to large 

- diversified markets, are of tremendous 

at importance to those seeking industrial 


locations. <A plant located in any of the 
more than 3,000 communities served by 
the railroad will enjoy these advantages. 
-} (Source: Annual Report, 1954, p. 13.) 
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“IT have shown the difference in con- 
ditions going into the traffic decline this 
year, as compared with the traffic de- 
cline in the early thirties. How our 
property was then in much better shape 
to withstand a traffic decline than it is 
today—a lot of fat in the property 
then—now deferred maintenance. 

“IT have discussed the much larger 
net income obtaining them than now. 
How employees agreed to a substantial 
wage deduction and layoff days then 
now they are seeking wage increases. I 
have illustrated how competition was 
not nearly as severe then asnow. How 
the employees are presently participat- 
ing in welfare or fringe benefits and the 
cost of these benefits to the company. 
How traffic declines and increased costs 
directly affect the matter of equipment. 

“IT have shown you the exorbitant 
costs of the labor issues now before us— 
and expressed my opinion as to what 
the employees are entitled to—on a fair 
and equitable basis. 

“T have emphasized the real serious- 
ness of our plight as reflected in operat- 
ing results for the first 2 months of this 
year—being about $16 million worse off 
now, in the end result, than we were for 
the first 2 months of last year. 

“T hope that I have been helpful in 
providing the members of this board 
with information pertinent to reaching 
sound conclusions in this case—on a 
fair and equitable basis—when all 
things are considered” (pp. 1992-1993). 





RAILROAD PROBLEMS 


OUTLOOK 


In 1954 annual report and at stock- 
holders’ meetings 
* ok a a * 

“The Pennsylvania’s business so far 
in 1955 has been on a rising trend. For 
January, the road reported net earnings 
of $1,658,000, compared with a $2 mil- 
lion deficit in January 1954. Road offi- 
cials say February earnings, to be re- 
ported next week, will continue in the 
black, and that the outlook for the whole 
first quarter is good. 

“Carloadings for the week ended 
March 12 totaled 97,543, up 12.6 percent 
over the like week of 1954. Loadings 
for the year to March 12 totaled 917,485 
cars, up 6.3 percent over the correspond- 
ing period of last year.” (Source: Wall 
Street Journal, March 17, 1955.) 

* * * # a 

“Our public relations and employee 
relations are improving, with resulting 
better service and courtesies to our cus- 
tomers. The morale of all employee 
groups is good, with the management 
teams in each of the cities we serve par- 
ticularly alert to take advantage of 
their opportunities to improve the com- 
pany’s business. 

“With this outlook we felt justified in 
placing the stock on a regular quarterly 
dividend basis. 

“To our employees, and to. stock- 
holders and investors in our property 
whose support has enabled us to carry 
these developments forward, we express 
our appreciation. 

By order of the board of directors: 

J. M. SyMEs, President. 


(Source: Annual Report, p. 5.) 


RAILROADS—NEEDS OF THE NATION 10 YEARS HENCE’ 


By James M. Symes, president, the Pennsylvania Railroad 


Speaking at a luncheon on September 7, 1955, in celebration of 
Railroad Day at the General Motors Powerama in Chicago, Mr. 
Symes both asked and answered the question, ‘“‘To what extent can 
the railroads reasonably expect to participate in the transportation 


requirements of our country?” 
interesting reply and address. 


Following are extracts from his 


In 1954 they (the railroads) participated in 51 percent of the total intercity 


freight ton-miles—or 557 billion ton-miles. 


If the downward trend in rail par- 


ticipation of the past 10 years continued unabated during the next 10 years, then 
by 1965 the railroad would be called upon to handle 650 billion ton-miles of inter- 


city freight—17 percent more than last year. 


If the distribution leveled off and 


the railroads maintained their 1954 participation, they would be called upon to 


handle 790 billion ton-miles—42 percent more than last year. 


If the railroads 


were called upon to handle 55 percent of the total tonnage, that would mean 
852 billion ton-miles—53 percent more than last year and 14 percent more than 
they ever handled in their history—which was the war year of 1944. 





1 Source: 


Association of American Railroads, Railway Digest of Developments and Com- 


ments, vol. 10, No. 8, October 1955, pp. 242-245. 
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Now, I, for one, am optimistic enough to believe that 55 percent participation 
by the railroad industry should be the minimum by 1965, and I say that for these 
reasons: 

First, it is finally becoming recognized that the railroads are the truly low-cost 
transport agency in this country, and that it is in the public interest that they 
receive greater freedom to compete for business and something nearer equality 
in the way they are governed, regulated, and taxed in contrast to their competi- 
tors. I think today, more than at any time in many years, the thinking people 
of this Nation are aware of the fact that a strong and progressive railroad 
industry is one of the greatest assets to our peacetime economy—and is absolutely 
essential to our national defense. The recent report of the Cabinet Commitee 
to President Eisenhower clearly states these facts and proposed changes in the 
national transportation policy to meet the needs of the Nation. I am hopeful that 
we will soon see legislation enacted that will carry out the recommendations of 
that distinguished committee. 

Second, we all recognize the need for a more adequate highway system to 
allow the owners of our increasing automobile population greater mobility. I 
expect this highway system to be built in the coming 10 years regardless of where 
the money is coming from. Also, eventually, and in consideration of that pro- 
gram, I expect that it will come to be recognized that the better the service the 
railroads are equipped to render, the better the service the users of that highway 
system will receive from their expenditures for both highway and vehicles. 

Third, the railroads are more aggressive than ever before in attempting to 
meet the competitive transport situation in this country—both as to pricing and 
service—and, with additional freedom that should soon be forthcoming by 
appropriate legislation, should be able to improve their present position. 

Fourth, the establishment of piggyback service will grow rapidly, because it is 
truly in the public interest to take the big trucks off the congested highways and 
move them on the rail highways where there is plenty of capacity to accommo- 
date them. It is also in the interest of safety that this be done. 

Fifth, the beneficial effects of automation are peculiarly adapted to mass pro- 
duction, and mass transportation is the biggest asset the railroads have in meet- 
ing the future heavy demands of transportation in this country, and it simply 
must be reckoned with. 

Now, I don’t want to be misunderstood in my prediction of traffic volume 10 
years from now, and in the share the railroads should handle. It is based on 10 
years of peace in this country. If there be an all-out war, the figures would 
change substantially and quickly, with an accelerated volume, and the railroads 
called upon to handle a much larger share of the total volume, just as was 
necessary during World War II. Quite frankly, as I have said on many oceasions, 
transport in this country under wartime conditions could very well be the bottle- 
neck of production during a wartime emergency, and its importance in that 
respect is being overlooked in too many quarters. 

What will the railroads be required to do if they are to participate in the 
Nation’s available freight traffic as I have indicated? Well, everyone knows 
they are going to have to take full advantage of the technological improvements 
that will be available to them, now being commonly called automation, and to do 
this is going to cost a lot of money. The railroads will need considerable new 
rolling stock—cars and locomotives—and much beyond the necessities of wornout 
replacements and requirements for additional traffic. Obsolescence is the biggest 
factor we will have to contend with, so that we can furnish our customers with 
the type of equipment and service they will use and not what wishful thinking 
might like to see them use. Depreciation rates should be adjusted to take care 
of the obsolescence factor in railroad equipment rather than too much dependence 
in its potential service life. 

Railroads will have to be rebuilt and rearranged—removing excess facilities 
not required, of which there are entirely too many, and adding other facilities 
where they will be required. By that statement, I mean there will no doubt 
continue to be a redistribution of rail traffic, diminishing on many of the branch 
lines and increasing on many of the main lines. 

I would conservatively estimate that, if the railroads are to meet the Nation’s 
transportation needs of the next 10 years, and they are recognized in our economy 
as they should be, they will be called upon to spend $20 billion for capital im- 
provements—facilities and equipment—and that is about twice the amount that 
has been spent in the last 10 years. * * * 
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In summation, let me say to you that, if the railroads are going to keep pace 
with the growing needs of our Nation within the next 10 years—and I think all 
recognize the absolute necessity for their doing so under our present economy 
then they are going to have to be relieved from some of their present shackles of 
regulation as brought out in the Cabinet Committee report; they are going to 
have to be able to take full advantage of available technological improvements 
which will involve large capital expenditures but, at the same time, reduce costs: 
they are going to have to be rebuilt in many instances to meet the additional and 
changeable flow of traffic that will take place, and they are going to have to pro- 
vide new and better types of equipment that will be required by the users of 
the service. 

If the highways are going to require $100 billion of somebody’s money during 
the next 10 years for expansion and improvement, don’t you think it makes a 
lot of sense that the railroads be given an opportunity of spending, say one-fifth 
of that amount of private capital, so that they can also keep pace with the 
growing needs of our country, which, admittedly by all, is so essential in both 
a peace and wartime economy ? 

EXHIBIT No. 13 


THE PENNSYLVANIA RAILROAD Co. 


Exuipir D.—Trains Nos. 20 and 21—Operating results in Ohio, year 1955, as 
operated, and net annual savings in direct train operating expenses obtainable 
through proposed withdrawal and handling passenger and head-end traffic on 
other presently scheduled east-west trains 


rain No. | Train No Additional | Net annual 
20) 21 Total expense on savings 
other trains 


Exp nses: 
Crew (including vacation allowance 
ind payroll taxes 


Enginemen $21, 157 $21, 127 $42, 254 $42, 284 
Trainmen 22, 182 22, 324 #4, 506 44, 506 
Total 43, 339 43, 451 86, 790 86, 790 


Locomotive: 
Fuel, lubricants, and other sup- 


plies 20, 250 19, 916 40. 166 10, 166 
Enginehouse expenses 6, 955 6, 831 13. 786 13. 726 
Repairs 32, 658 32, 072 64, 730 64, 730 

Total 59, $63 58, 819 118, 682 118, 6&2 

Car 
Repairs 52, S50 51, 836 104, GSf $70, 182 34, 504 
Train supplies and expenses 34, 939 10, 378 75, 317 48, 440 26, 877 
Total 87, 789 92, 214 180, 003 118, 622 61, 381 
Total direct expenses 190, 991 104, 484 385, 475 118, 622 266, 853 
Pullman-car losses assumed. _. 31, 759 30, 726 62, 485 47, 933 14, 552 
Dining-car deficit 6, 106 6, O95 12, 201 12, 201 


lotal direct expenses, including pull 
man- and dining-car losses 228, 856 231, 305 $0), 161 166, 555 293, 606 


Revenues 





Passenger 257, 22: IST, O30 514, 253 
All other 0, 861 13, 371 
lotal 259, 733 267. 891 527, 624 
Net profit or loss 30, 877 36, 586 67, 463 
Revenue train miles 60, 650 60, 630 121, 260 121, 260 
' 
| f 
rronu 


Source: Exhibit presented by Pennsylvania R. R. in Ohio Public Service Commission hearing 1056 











Ace 


all 


of 
to 
nts 
es 
nd 
ro- 


of 


ing 
3a 
fth 
the 
th 


as 
ble 


On 


ual 


, 284 
, 506 


166 
786 


, 730 


, 504 


, 381 
853 


201 


Hoh 


RAILROAD PROBLEMS 59 


Exursit No. 14 
THE PENNSYLVANIA RAILROAD Co, 


Exuisit D.—Trains Nos. 66 and 67—Operating results in Ohio, year 1955, as 
operated, and net annual savings in direct train operating expenses obtainable 
through proposed withdrawal and handling passenger and head-end traffic on 
other presently scheduled east-west trains 





l ~ | 2, 
| Train No. | Train No. | | Additional | Net annual 
66 67 | Total expense on savings 
| other trains 








| 
Expenses: ; ; | | 
Crew (including vacation allowance 
and payroll taxes): | 
Enginemen $32, 773 $32, 146 $64, 919 $64, 919 
Trainmen.. 40, 378 40, 551 80, 929 oad 80, 929 
Total._- ; 73, 151 72, 697 145, 848 145, 848 
Locomotive: | 
Fuel, lubricants, and other sup- 
plies is 34, 878 32, 952 67, 830 as sake 67, 830 
Enginehouse expenses - - 11, 980 11, 298 23, 278 i | 23, 278 
Repairs ; 56, 258 53, 077 109, 335 109, 335 
Total d 103, 116 97, 327 200, 443 200, 443 
Car: a , 
Repairs___- 71, 394 76, 652 148, 046 $83, 736 | 64, 310 
Train supplies and expenses 55, 612 59, 708 115, 320 65, 226 50, 094 
Total 127, 006 136, 360 263, 366 148, 962 | 114, 404 
Total direct expenses 303, 273 306, 384 609, 657 148, 962 460, 695 
Pullman-car losses assumed 21, 835 18, 805 40, 640 124 568 2 45, 208 
Dining-car deficit a 9, 536 9, 580 19, 116 19.116 he 
Total direct expenses, including 
pullman- and dining-car losses 334, 644 334, 769 669, 413 163, 510 505, 903 
Revenues: 
Passenger 339, 729 209, 079 548, S08 : 
All other passenger-train 102, 865 286, 508 389, 373 
Total 442, 594 495, 587 938, 181 
Net profit or loss... 107, 950 160, 818 268, 768 
Revenue train-miles, 394,170 94,170 3 188, 340 


! Credit : . ; 
2 Excess savings are due to elimination of pullman cars’ return movement on other trains. 
3 Profit. 


Source: Exhibit presented by Pennsylvania RR. in Ohio Public Service Commission hearing, 1956 


Exurpit No. 15.—Revenue passenger-miles and passenger service train revenue, 
class I line-haul railways, 1921-56 











| | 
| Revenue | Passenger Revenue Passenger 

Year passenger- | service train Y ear passenger- service train 

miles (000) | revenue (000 miles (000) | revenue (000) 

1921 | 37, 312, 586 $1. 408, 491 1939 $591, 459 
1922 5, 469, 962 1, 364, 592 1940 591, 882 
1923 | 37, 956, 595 1, 451, 895 || 1941 699. 947 
1924 36, 090, 886 1, 378, 298 1942 1, 261. 786 
1925 35, 950, 223 1, 360, 427 1943 1 955" 419 
1926 35, 447, 525 1, 350, 764 1944 2, 111, 259 
1927 33, 649, 1, 277, 008 1945 2 034. 752 
1928 31, 601, 34 1, 351, 642 1946 1, 519, 229 
1929 31, 074, 135 1, 231, 758 1947 1 280; 049 
1930 26, 814, 825 1, 005, 890 1948 1,315, 215 
1931 21, 894, 421 779, 960 1949 35, 094, 501 1, 188, 089 
1932 16, 971, 044 559, 699 1950 31, 760, 001 1. 290, 547 
1933 16, 340, 510 490, O68 1951 34. 613, 546 1 333, 983 
1934 18, 033, 309 513, 737 1952 $4, 009, OR6 1, 378, 694 
1985 18, 475, 572 524, 940 || 1953 31, 655, 134 1, 302, 447 
1936 99 421, 009 591, 212 1954 29, 286, 00S | 1 206 119 
1937 |} 24, 655, 414 623, 741 || 1955 98) 525,744 | 1) 162° 933 
1938 21, 628, 718 571, 593 || 1956 28, 184, 928 | 1 177, 448 


' 


Source: Interstate Commerce Commission, Statistics of Railways in the United States. 
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ExursiT No. 16 
(Docket No. 31954 (NARUC-6) ; witness: Walter R. McDonald) 


Summary of passenger train discontinuances approved or denied by State 
commissions, 1951-56 











1951 | 1952 | 1953 1954 | 1955 1956 Total 
Btate z z % ¥ z z 

els > ig 1. A 9 Pig = 0 

ei2Z2/e1S/8/2) 8 2/2£/3/&/|s 

a © a, o | & © ry ® a oie S 

Iq i/AMAlid{/Alds/ali< AIl@di/A|<4}aA 
| | , 
Alabama. --- 4; 2 KT Oh oe 0 8 2 2 2 6 2 30 ~ A 
Arizona 0; oO eT 3 0 0 0 1 0 0 0 2 0 A 
Arkansas : 2; 0 7 O81 @ 0 5 0 0 0 0 2 21 2 A 
California 6 0; Oo 4 2 0 4 0 8 0 2 9 29 6 o 
Colorado ; 2 2 0 8 0 4 0 4 0 4 0 26 2 C 
Connecticut ! 2; 90 2 0 0 0 ll 0 3 0 24 0 42 0 C 
Delaware ? 2 0 0 0 0 0 2 0 0 0 4 0 8 0 D 
Florida 3 2 0 0 0 0 0 4 0 0 0 1 0 10 0 F 
Georgia 6 0 6 0 14 0 Ss 0 10 0 2 2 46 2 G 
Idaho 0 0 2 0 4 0 2 0 4 0 6 0 18 0 I 
Illinois ! 23); 2 28 4 20 13 19 2 2 2 s 0 100 23 1] 
Indiana ! 31 0 . 4 18 0 8 0 10 0 15 2 62 6 Ir 
Iowa 12 0 s 0 10 0 s 0 4 0 12 2 54 2 I 
Kansas 10 2 8; 2 0 4 4 0 6 2 2 8 30 18 K 
Kentucky 0 0 6 0 6 0 8 0 10 0 4 2 34 2 K 
Louisiana 2 2 0 4 0 8 0 4 0 8 0 2 0 28 0 i 
Maine ? roe, C1 er 8] Byer 24-0 4; 0 ti @1' 2B 0 N 
Maryland ! 8 0 2 0 2 0 2 0 0 2 2 0 16 2 N 
Massachusetts 4 \ 
Michigan 2 2 0 8 0 4 0 2 0 12 0 6 0 34 0 N 
Minnesota___. Sid tea 14 0 4 0 8 5 16 0 0 0 6 0 48 5 N 
Mississippi 3--- MV 
Missouri. : ‘ 4 0 2 0 } 0 4 2 6 4 0 2 1) - M 
Montana ; 2 2 10 0 2 0 0 0 4 (0) 6 0 Y 2 N 
Nebraska ma ; 2 0 2 0 2 0 2 0 ) 0 0 4 I $ N 
Nevada ‘ 0 0 0 0 0 0 0 0 0 0 0 0 0! 0 N 
New Hampshire ?-_-- -- 1 0 0 0 2 0 1 0 0 0 0 0 0 N 
New Jersey -- sibs N 
New Mexico 0 0 0 0 0 0 0 0 0 0 0 0 0 0 N 
New York ! : 15 0 9 0 17 2 1 l 6 0 18 45 69 48 N 
North Carolina 14 0 0 2 4 0 12 0 10 0 4 0 44 2 N 
North Dakota 0 0 0 0 2 0 0 2 0 0 2 0 4 2 N 
Ohio! 10 6 6 2 5 2 2 0 3 0| 12 2 41 12 O 
Oklahoma ? 0 0 0 0 l 0 3 0 2 0 l 0 7 0 O 
Oregon 2 0 0 0 0 1 0 0 0 l 0 0 0 2 0 O 
Pennsylvania ! 18 0; 3 0 10 * 6 0 6 0 6 0 82 8 P 
Rhode Island__.. 0 0 2 0 0 0 0 0 0 0 2 0 4 0 R 
South Carolina 4 0 2 0 2 0 6 0 2 0 4 0 20 0 x 
South Dakota ? 12 0 4 0 4 0 2 0 2 0 0 0 24 rt) x 
Tennessee 6 0 4 2 10 0 10 0 2 2 2 0 34 1 I 
Texas 2 10 0 9 0 5 0 12 0 12 0 ll 0 59 0 T 
Utah 0 0 1 0 1 0 0 0 0 0 0 0 2 0 U 
Vermont 0 0 0 0 14 0 0 0 0 0 0 0 14 0 V 
Virginia 2 0 4 4 4 4 16 2 6 0 6 0 48 10 Vv 
Washington 0 0 7 0 2 0 5 0 2 0 5 0 21 0 v 
West Virginia 1] ] 12 6 12 3 4 5 6 0 - 0 53 15 W 
Wisconsin 6 0 6 2 8 0 12 2 2 0 6 0 40 4 W 
Wyoming. _-. 0 0 0 0 0 0 0 0 0 0 2 0 2 0 W 

Total 237 17 | 214 32 | 228 41 | 222 18 | 165 14-208 75 |1, 274 197 


| The statistics for this State include an undetermined number of commuter trains 
2 Denials, if any, not reported. 

3 No jurisdiction. 

4 Statistics not maintained by this Stat 





Denied 


197 
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ExHizit No. 16-A 
(Docket No, 31954 (NARUC-7) ; witness: Walter R. McDonald) 


Summary of railroad station agency discontinuances approved or denied by 
State commissions, 1951-56 




















l l 
1951 | 1952 | 1953 | 1954 | 1955 1956 Total 
| | j | | } } | 
| | | 
State ™ z z z ey 3 | | 

m Bh ae | BE | gh bgp |B: Piatt ek atte Me oa ee 

£ = | = | 3 | = | & | £ + 2 gz | £ | a 2 3 

Si1s|/a18|/8/381/8/8| 81/81/82) 8) 218 

q*@qiAiqe« /AlW?Il Al? Al}? aL |?! aL@|?Ia 

| } 
| | | } 

Alabama ‘ 2 Oo; 8h...o9's§ eo: 7 0 9 ‘ory % 41 | 12 
Arizona. fe igh. 3 o| 4 0} 2 0 2 C1-sn 8 12 0 
Arkansas- ll 0 6 0] 6 Oo; 5 or .2 Feasey 2 37 3 
California | 3 0 4 0} 4 2 2 j 7 0} 10] 0 30 3 
Colorado 1 0 3 0; 4 0; 3 0 3) OF 22t 1ih..2 1 
Connecticut Mc pe te 6 0 2 0 2 Oo} OF OFS) 1 } 14 1 
Delaware 0 0 | l 0 2 0 2 0 0 0 oO! Oo 5 0 
Florida 7 | 2 l 0 1 0 7 0 7 Me 2i 27 5 
Georgia... é } 1 2 li 4 6 6; 9 10 | 14 13 | 12 9 53 44 
Idaho yay 0 0 0 $ 0 Epo % ee ee 15 0 
Illinois ; pe pieee) (41 28 0 8 0 33 l 31 | Be 9 2 96 10 
Indiana - - 10; 3| 4) 21 0; 18 0} 17 I 6 0 87 8 
lowa 6 l I l 21 5 23 2 7 4 18 | 2 | R5 15 
Kansas | 6 2 11 I 13 5 9 6 2 10 8 61 27 
Kentucky | 3 1 l 2 5 0 10 0 2 0 19 3 40 6 
Louisiana - - - 5 4 3 2 4 2 4 3 l $i. 21.2 i9; 15 
Maine... 0 0 0 0; 1 0) 1 0 0 0 0; O} 2 0 
Maryland 2? 0 0 . 0 3 0 3 oi is 23 0 
Massachusetts 64 2 47 3 7 0| 30 5 3 0} 20} 3] 171 13 
Michigan. 4 0 3 0 5 0 17 0 x) 0 5 3 | 54 | 3 
Minnesota | 4 1 14 1 12 l ll 3 8 3 10 ° 59 16 
Mississippi 2 0 5 0 3 3 6 g 8 9 5| 26] 21 
Missouri 7 ] 9 l 10 l 20 l 6 3 6 3 | 58 10 
Montana 0 1 2 0 1 i 3 l 3 0 4 0 16 6 
Nebraska. -. 3 l 7 0 5 l 16 0 . 0 9 1 48 3 
Nevada i 2 0 3 0 0 0 1 0 4 0 1 0} ll 0 
New Hampshire------ 6 0 7 0 6 0 12 1 6 0 7; O| 44 1 
New Jersey --. 9 1 10 0 10 0 18 0 13 0 2 | 1 52 2 
New Mexico : 0 0 0 0 0 0 2 0 1 0 0 1 3} 1 
New York | 35 2| 59 4) 52 3] 58 4} 41} 13) 57] 11] 802] 37 
North Carolina--- , 8 0 4 0 6 l 7 1 8 2 8 1 41 | 5 
North Dakota ‘ 0 0 0 0 2 0 2 1 0 0 0 0 4 l 
Obio. , 5 0} 25 0 43 5} 21 1 23 l 31 2 197 9 
Oklahoma 2 0 I 0 9 0 16 1 23 F 15 0 66 6 
Oregon 0 0 0 0 l 0 2 0 1 0 l 0 5 0 
Pennsylvania seamal 0 0} 25 2 100 l 33 1 28 5| 52 8 | 238 17 
Rhode Island 0 0 0 0 0 0 0 0 0 0 0 0 0 0 
South Carolina 3 0 3 0 l 0 7 3 6 l 5 0 25 | 4 
South Dakota 4 l 0 0 6 0 16 0 3 0 3 0 32 | 1 
Tennessee l 0 2 0 l 0 5 3 3 0 7 l 19 | 4 
Texas 6 l 9 0 15 1 10 0 14 3 15 5 69 | 10 
Utah 3 0 1 0 l 0 4 0 4 0 0 0 13 0 
Vermont 0 0 2 0 l 0 0 0 0 0 0 0 3 0 
Virginia 10 6 20 7 26 1 25 5 14 6 9 1 104} 26 
Washington _. 2 0 1 0 3 0 5 0 6 0 l 0 18 | 0 
West Virginia_- 6 0 S 2 5 3 8 0 16 7 l 1 44 13 
Wisconsin 6 l 11 3 9 0 9 4 7 l 13 4 55 13 
Wyoming : 3 0 0 0 2 0 2 0 0 0 0 0 7 0 





Total... 322 | 37 | 364| 40] 467] 45) 518 | 69 | 394| 911} 401 | 90 2,466] 372 
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Railroad employment per revenue traffic unit, class I line-haul railways, 


Number of 

Year employees 
Desunkinnent 2, 022, 832 
as 1, 659, 513 
i ccicieemeieen 1, 626, 834 
1923..........| 1, 857.674 
1, 751, 362 
i iidntetipnpiennan 1, 744, 311 
So hshintydttirsdipn 1, 779, 275 
a 1, 735, 195 
1, 656, 411 
1929..........| 1,660, 850 
Pe ihcittiinme ais 1, 487, 839 
Eieetatcnnnsel oye eee 
19032..........} 1,031, 703 
1933... J 971, 196 
1934... woot 1,007,783 
PD icicdatinicowsl 994, 371 
Gtstibecene 1, 065, 624 
ASS 1, 114, 663 
aa 939, 171 


1 Preliminary. 


Source: Interstate Commerce 


M-300 and M-220. 
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Revenue 
traffic units 
(thousands) 


504, 003, 546 
381, 465, 376 
410, 225, 271 
488, 640, 418 
460, 597, 084 
485, 714, 707 
514, 701, 537 
496, 036, 374 
496, 117, 869 
509, 469, 831 
437. 079, 238 
353, 013, 72 
267, 919, 


097 
281, 904, 200 
304, 777 


777, 125 
318, 988, 076 
384, 


087, 844 
409, 





931, 097 
333, 


341, 807 





ExuHiBit No. 17 


Employ- 
ment per 
million 
traffic 
units 


4.01 
4. 35 
3. 97 
3. 80 


3. 80 | 
3. 59 | 


3. 46 


No NN £8 9 89 Go 








We 


asin bieccens 
ee 


CC 
CO ee 


idem ndlcine 


Commission, Statistics of Railways 





Number of | 


employees 


Pmt em feet path fh hh fh fh fh el feed 
Pere 5 6:3 65 Ad 5 





784 





Revenue 
traffic units 
(thousands) 


378, 7 
420, 
533, 77 
745, ¢ 
902, 714, 
928, 344, 6% 
864, 435. 2 
721, 33 
746, § 
720, 
596, 689, 36% 
652, Of 
715, 
682, 
669, 12% 
607, 830, 816 
680, 666, 35 
703, 446, 8° 
1 669, 900, 000 








1920-57 





| 
| 
| 
| 


mt pet feet et fat pe fete NS) et ded edt BND ND 


Employ- 
ment per 
million 
traffic 
units 


61 
44 
14 
70 
50 


in the United States, Statements 
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Exuisrr No. 18.—Number of employees, by midmonth count, class I line-hautl 
railways—By months, 1952-57 





{In thousands] 


Month 1952 | 1953 | 41954 1955 | 1956 | 1957 
| | 
ke cecencpute 1, 223.1 | 1, 195. 5 | 1, 108.0 1, 009. 4 | 1, 045.8 | 995. 3 
Ee as 1, 218.0 1, 184.8 | 1, 084. 1 1, 005. 8 1,041. 5 | 987.1 
iicicconcuicdamarwwien 1, 221.1 | 1, 188. 5 | 1, 059. 6 1, 007.6 1, 041. 2 | 987. 8 
oceania ae = 1, 230. 0 1, 204.9 1, 052, 4 1,011.8 1,049.0 | 991.4 
eg eo oS 1, 242.9 1, 217.5 1, 062. 4 1, 052. 9 1, 063. 4 | 1, 003. 4 
PDs cascacnpeetessenccsene 1, 225.1 | 1, 229.2 | 1, 074. 7 1, 080. 1 1, 076. 1 | 1,010.1 
tet eisitetigindneiwadikeueie 1,183.5 | 1,230.4] 1,078.2 1,091.4 | 1,031.7] 1,007.9 
OS SO ae 1, 221.5 1, 236.7 | 1,070. 7 1, 096. 7 | 1, 036.9 | 1, 006. 5 
IN ie gota See a hades | 1, 237.8 1, 224.3 1,064.0 | 1, 092. 4 | 1, 040.8 | 994. 8 
aa baa 1, 249. 9 1, 214.6 1, 055. 1 1, 086. 9 1,041.1 | 974. 5 
IN eh eo noen 1, 238. 8 1, 188.0 | 1, 036. 7 1, 078.0 1, 027.7 | 939. 6 
ea aaa 1, 222. 7 1, 155.1 | 1, 029. 2 1,070.8 | 1, 016. 0 918.9 
| | 
Source: Interstate Commerce Commission, Statements M-300. 
Exursit No. 19.—Number of beneficiaries and amount of benefits paid under 


Railroad Unemployment Insurance Act, 1946-57 


Fiscal year ended 
June 30— 


Number 
of benefi- 


ciaries 


Amount of 
benefits || 


Fiscal year ended 
June 30— 





Number 
of benefi- 


Amount of 
benefits 


paid (net) ciaries paid (net) 

we Sees a 
Thousands | Thousands 
1946-47. . 22%, 000 | 46, 617 || 1952-53 224, 000 | 53, 849 
1947-48 __ 210, 000 $2, 426 |] 1953-54. 265.000 | 95, 541 
1948-49__- 286. 000 46, 745 1954-55__. 320, 000 | 152, 668 
1949-—50___ 506, 000 113, 769 1955-—56_ _. 149, 000 | 55, 456 
1950 51 181, 900 24, 780 1957-57 : 221, 000 83, 154 
1951-52_ 162, 000 22,711 July 1957-January 1958 205, 750 68, 117 


Source: Railroad Retire 


nent Board, annual reports, and Monthly Review, March 1958, 
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ut ExHIBIT No. 20.—Number of agents and of all employees, class I railroads, 
United States 


[Average middle-of-month count] 

















| | | 
} (78) | (79) | (@o) | | otal, | 
‘ Year Agents, | Agents, | Agents,te-| Total, | O.R.T. | Allem- 
major small, non-| legraphers,| agents classes ployees ! 
.3 | telegraph itelephoners | 
1 | | | 
8 er | 
4 a 2, 490 10, 012 | 19, 448 31, 950 1, 680, 147 
4 1922. 2, 445 | 9, 620 19, 432 | 31, 497 | 1,645, 244 
me | 1923...-- wal 2,459 | 9, 606 19, 571 | 31, 636 | | 1,879,770 
9 1924... 2, 499 9, 387 | 19, 465 | 31, 351 1, 777, 391 
5 1925... 2, 490 | 9,174 19, 335 | 30, 999 | | 1/769; 099 
8 1926... | 2, 496 9,015 19, 30, 681 | 1, 805, 780 
5 1927... 2,513 8, 804 | 19, 30, 394 | 1,760,999 
6 WOR sien: 2, 474 | 8, 533 | 18, 85! 29, 863 | 1, 680, 187 
9 1929__. 2, 466 | 8, 212 18, 66 7 | 1, 686, 769 
1930... | 2, 436 | 7 18, | 1, 510, 688 
i Pel gasess seaenal 2, 403 | 7, 17 1, 278, 175 
1932... | 2, 276 aan 16 | 1,048, 568 
1933... 2, 21: j 15, 970, 893 
1934... ‘ | 15 | 1,008, 995 
1935...- 1 Q | 994, 078 
1936...--. 1 5 | 1,065, 970 
1937....- 1 | 115,077 
7 1938... | 1 939, 505 
of WR atiiaas 1 | _ 987,943 
tala teh . l | 1, 026, 956 
) RA SS ea heya ] 1, 139, 753 
Meck cdi canutecodke 1 | 1,271,077 
1943-.-.- i : 1 | 1,355, 114 
Ne 1944.___ _ 1 1, 413, 672 
19 1945..-...- 1 1, 420, 266 
41 1946 seiklerepchal inaeet ; 1 1, 358, 838 
58 ie iescteacccs Aesiada 1 1, 351, 961 
56 1948... ain 2 l | 1, 326, 906 
54 1949 j 2, 269 1: | 1,191, 444 
17 1950 2, 214 li | 1,220,784 
1951 2, 188 li | 1, 276, 000 
* Mt ddihsncnddenddaewure 7 2, 190 li | 1,226, 663 
1953 = . 2, 180 1 1, 206, 312 
Wh cciicdn csc edecdcucke 2, 163 1: | 1,064, 705 
thai xghddindiédetiannk <citpy 2, 164 1 | 1,058, 216 
1956. ee 2) 140 1: 1, 042, 664 





’ ' ' ' 


1 Excludes switching and terminal companies. 


Source: ICC M—300 Statement, reporting divisions Nos. 78, 79, and 80. 
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wxHIBit No. 21.—Passenger train-miles, class I line-haul railways, 1921-57 


Train-miles Train-miles 


Year (thousands) Year (thousands) 
FE staniantiniserisniapiiansiniainmiipentsinis I I sn cma weseerwnnettisninti 391, 597 
as siichanbia cates Acosta ipinsiasipeaceld aces ET ces tie eaesenel 400, 841 
A instance inhsilchn shncesguhbithlbe on satall RR a eee 427, 588 
Ree hecdinsg red cscdaasenee ia a susitipiabiabeniemeiias 463, 391 
Be isevistltoanescciaiesssirsaee whicnscencnactadebiiriicate I I i as eee atime 476, 093 
cas iietdas alls ai alana sceiacedongs acta aa IT NN essa teaches ce soc gta woven 481, 385 
ek Le aioe 448, 247 
SO ch ccnieliclali et vicarage okthitales ts hall Ue i al i a leaden 414, 909 
OS a a al ae i a a as anil 407, 133 
le ae a ee I a a 380, 254 
ee a Sr ee AR i ae ta 357, 545 
SE Ee ee 2 i ule 355, 128 
Sain atthe cinch hailed acenaatih UN act aca cal scsi cmsnap ination 344, 468 
RE achinsicde ada Bile a oc ee cae a Se ee es aesceistulesdntonssnibige 333, 128 
a) che ee ere ee i 317, 141 
Sit iN a i ae a ct 298, 838 
sce kee a ae ee eee 289, 866 
cin a re ee a I Scar ec aig iebeioteeoewicien maa +275, 766 
ES eRe J i rie 390, 883 


1 Preliminary. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, 
statement M-220. 


Mr. Leicutry. That completes my presentation. 

The Cuatrman. Thank you very much, Mr. Leighty, for your 
rather thorough dissertation on the whole problem, and your recom- 
mendations and conclusions. 

Mr. Leicury. I appreciate this opportunity of appearing before 
your committee and expressing the views of railway labor on mi - 
of these problems. Some of them are difficult, but I want to repe¢ 
that we feel that a real aggressive attitude, and an attitude of aaa 
something about these problems instead of crying about them would 
bring results, and you can get that business ‘from the public if you 
will go out and really make the effort. 

Thank you. 

The Cuarmman. Thank you. There may be some questions some 
of the members of the committee will want to ask. There very likely 
will be. 

I am left in somewhat of a confused status myself, from what we 
have been hearing for the last 60 to 80 or 90 days. It is very gratify- 
ing, though, to find out the railroads are doing so well. My infor- 
mation the last several weeks has been to the contrary. But I think 
after all what we all want to do is to see this part of our transporta- 
tion system being maintained in a sound and efficient manner. That 
is the important thing to the American people, and everyone con- 
nected with the industry. 

I find myself a little bit at a loss, however, and somewhat con- 
fused in a great many instances, as a matter of fact. On page 21 
of your statement, you stated that in 1929 passenger traffic for class 
I line-haul railways was just over 31 billion passenger-miles. 

In 1958, the latest year for which we have complete data, passen- 
ger-miles totaled 28 billion, a decline of 10 percent. In your con- 
clus sions just now you referred to exhibit 21 and you sti ated that in 
1921 there were operated 560 million miles, in 1957, 275,766,000, a 
drop of 50 percent. 
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That confuses me a little bit. You say at one point it is down 10 
percent and then in another 50 percent. ) 

Mr. Leicuty. That picture on the wall of a train is an illustration 
of it. That is the kind of train they used to run many years ago. 
You will find those trains had 7, 8, or 10 cars on them. That is the 
Broadway limited trains, and those were all pullman cars. They still 
operate all pullman cars on the Broadway. 

I do know the New York Central, when they used to have over 
8 or 9 cars on their 20th Century, would run a second section of that 
train. Now they will handle that many cars in one train. That 
operation alone would reduce the train miles 50 percent and they 
still would have room for that number of passengers. 

You take your trains between Washington and New York, for 
example. When you think of the size of the trains back in the 1920’s 
and the 1930’s, those trains, if they had 10 or 12 cars, were considered 
fairly good trains. Any number of those trains today carry 20 cars. 
But you only have a passenger train mile, even though it does carry 
90 cars instead of 10. That and the fact that many branch-line trains 
have been discontinued, and also streamliners have been put on, ac- 
counts for that. 

In other words, they have decreased their train-miles by 50 percent 
and in so doing they are still handling 90 percent as much business as 
they did previously. 

The Cnatrman. Then the distinction is between what you referred 
to as passenger-miles and train-miles? 

Mr. Leicury. Well, there is a distinction between passenger-miles 
and train-miles. A passenger-mile is moving a passenger 1 mile. The 
decrease in that has only been 10 percent. In other words, the volume 
of business for which they receive pay has been reduced 1 percent. 
But the number of train-miles, which represents the cost of doing that 
business, has been reduced 50 percent, because of your longer trains. 

The Cuarrman. That is what I wanted to ask you about. 

When you are talking about train-miles, you are talking about the 
entire train itself and not about a particular car. 

Mr. Letenty. No; the entire train itself. The whole train is in- 
volved, whether it carries 10 cars or 20 cars. The movement of the 
train 1 mile isa train-mile. 

The Cuamman. That clears it up in my mind. I was a little con- 
fused. 

Mr. Staggers? 

Mr. Sraccers. I have no question, Mr. Chairman, but I would like 
to make this statement: The legislation we are considering was intro- 
duced primarily to help an industry that is ailing. 

I believe that is the consensus, is it not, that this is primarily intro- 
duced to help the railway system of the United States ? 

Mr. Letenty. That is our understanding. They do have some com- 
petitive disadvantages. We don’t question that at all. We would like 
to see those things corrected. But we do want to say that we don’t 
think the situation is nearly as criical as has been indicated. In fact, 
as compared with other years, they are in much better shape. But 
what disturbs us is these services that are being discontinued con- 
stantly, because of its effect on the overall picture. Here is a branch 
line, for example. Let’s assume that they get $1 million worth of 








68 RAILROAD PROBLEMS 


revenue off of that branch line and it costs them $500,000 to handle 
that business, if you figure it on an actual cost basis. If you figure 
it on a system basis, it may run up to double that amount. So it is not 
making any money, or maybe it is operating at a slight deficit. 

They get authority to abandon that. You overlook entirely then 
the amount of business that comes from that branch line that is han- 
dled on the main line at a cost of about one-half of the revenues for 
the actual handling of it. 

Mr. Sraccrrs. What I was trying to get at, Mr. Leighty, is this: 
You are chairman of the Railway Labor Executives Association, and 
you represent a great number of people. 

Mr. Letcury. That is right. 

Mr. Sraccers. And I am sure you are trying to represent those men 
and those women to the best of your ability. Your association, your 
people have a stake in this, and your statement is presented primarily 
to be helpful to the people you represent 4 

Mr. Leieury. That is correct. 

Mr. Sracorrs. This is your view as to how it can be done in this 
legislation ? 

Mr. Letenty. That is right. 

Mr. Sraccers. Some of this I notice you are opposing and some you 
are for. 

Mr. Leteuty. That is right. 

Mr. Sraaccers. I think in most matters of policy or anything else, 
we do have differences of opinion. I am certain that you have given 
this due consideration with the help of your counsel and the ones who 
are associated with you, and you have given it in good faith to help 
the industry if it helps the men and women, and not to hurt the 
industry. 

Mr. Leigury. That is correct. 

Mr. Svacecrrs. You have a stake in whatever happens here and all 
of the people who work for the railroads do, too. 

Mr. Leigury. We are very much interested in seeing that the rail- 
roads prosper, because the employees whom we have the honor to 
represent secure their livelihood from the railroads. When railroads 
discontinue services and operations or suffer a loss in business, it ad- 
versely affects the employees we represent. We certainly don’t want 
either one to happen. 

Mr. Sraccers. That is all I have. 

The Coarrman. Mr. O'Hara? 

Mr. O'Hara. Mr. Chairman, I was delayed by other business. I will 
pass questioning at this time. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. Mr. Leighty, you say there are some things that you 
think the railroads ought to have in this situation to better their posi- 
tion. Would you document those, please, in order in which you think 
they ought to be brought about ? 

Mr. Leicury. That is a little bit, I would s say, somewhat difficult to 
do. I would say that the primary need in connection with helpful 
legislation would be this rate question. I would say that the second 
one, in the order in which I have given it to you here, would be your 
tax situation. 

Mr. Rogers. On the rate situation, just a moment. Do you feel 
that the rate situation as proposed ought to be adopted ? 
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Mr. Leicury. That the rate situation should be such that the rail- 
roads do have an opportunity to compete as long as their rates are 
based on a compensatory basis. If they can haul it cheaper than some 
other method of transportation, they should have the right to do that. 

Mr. Rogers. But do you have in mind the recommendation made 
by the Secretary of Commerce, Mr. Weeks? 

Mr. Leiguty. On that particular issue we are pretty much in accord 
with that, and I so testified here some 2 years ago. 

Mr. Rogers. Now go ahead with the others. 

Mr. Leraury. I think insofar as your passenger business is con- 
cerned, a whole lot could be accomplished by the Post Office Depart- 
ment, because I do think that they could return a considerable volume 
of mail to the railroads, which the railroads are still prepared to 
handle. 

Mr. Rocers. You think those are the main ones? 

Mr. Leraury. Well, from a constructive standpoint, and an im- 
provement standpoint, I would say that your commuter service comes 
into the picture, too. That should be worked out without too much 
difficulty. 

I also think that this construction reserve, with the qualification 
that we have outlined, is necessary. But we also feel that the rail- 
roads in doing these things should reevaluate their present policy of 
discontinuing services. 

Instead of abandoning a branch line, when it shows that the rev- 
enues are down, they ought to go out and send a crew of men into each 
one of those towns and discuss it with the communities, and see what 
they can do. 

In many instances, they can develop sufficient additional business 
to warrant the continuance of that line. It helps not only the rail- 
road and the public, but the railroad employees, too. That should 
be done. 

Mr. Rocers. I have just one other question at this time, Mr. Leighty. 
You said there in the conclusion that you have numerous instances in 
your files where there are instances of the railroads having done 
something to circumvent the situation in order to gain, we will say, 
profitwise, but to make it appear that it was a burden. As a repre- 
sentative of the labor organizations, do you feel that the railway labor 
generally feels that the management of the railroads has been indulg- 
ing in activities of that kind ? 

Mr. Leicury. That is where we get our information from; yes, sir. 

Mr. Rocrrs. Well, now, the thing that I am thinking about is this: 
Do you think that railroad labor has been dissatisfied with railway 
management and it has been, we will say, angry with them about this 
practice ? 

Mr. Leigury. They have been very angry on many of these prac- 
tices. 

Mr. Rocrers. What I am getting at is: Do you think railroad labor 
is taking it out on the customers and causing them to quit riding the 
train ¢ 

Mr. Leicury. No. I would say that you have employees that don’t 
treat the public as they should be treated. We in the organizations 
have been doing what we can to correct that situation. We expect 
to continue in those efforts. I know that the old theory of the rail- 
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roads years and years ago when I was a boy was “The public be 
damned.” 

I know that from my own personal experience, because my father 
was a station agent. 

Mr. Rogers. What I am getting to is this: The reason behind it. I 
get so many complaints from people who are dissatisfied with the 
treatment they get on the railroads. I do not know whether that has a 
bearing on loss of passengers. 

Mr. Leicury. I think it has a bearing. It is not wholly responsible. 
Many of these railroad workers, in connection with what has hap- 
yened in their employment, think “I don’t know if I will even have a 
job tomorrow, so why should I go out of my way to do this, that, or 
the other?” 

It has been a condition that has generated over a period of time. 
It, too, is a condition that can be corrected by a constructive program. 

Mr. Rocers. That isall Ihave. Thank you. 

The Cuamman. Mr. Hale? 

Mr. Hate. Mr. Leighty, I think your statement is a most brilliant 
statement; but as our chairman has already suggested it leaves us 
rather bewildered because we spent a lot of time a few days ago with 
a lot of railroad presidents who were very dolorous about the future 
and the present, and now you come here and say that everything is 
bright and rosy. It is hard to know which of you is right. 

Mr. Leicury. I do not think there is too much conflict in what 
either of us have said when you begin to analyze it. We have said 
that to 1957 the railroads did quite well. We have a situation in 1958, 
in the first few months of 1958 and the last few months of 1957, where 
business has dropped down and we find a lot of these people doing 
a lot of crying around here. Railroading is not a short-term trend. 
The real time that they were crying was in the 1930's. Even as late 
as 1954 we had a lot of that crying ar round. 

But when business conditions picked up, that is, business in the 
country generally picked up, we found an entirely different attitude 
prevailing. So it isn’t surprising to me to find the situation that we 
have existing here. We look at this thing as a long-term trend. We 
have been in the business, many of us, for 30 or 40 years. 

Some of these railroad presidents, probably not too many of them 
but a number of them, have only been in the business for a few years. 
The first time they hit an adverse situation they come around and do 
a lot of crying. Others make one statement one place and another 
statement some place else. 

Mr. Hare. What you say in substance, and very politely, is that rail- 
road management is lazy and, on the whole, rather stupid. 

Mr. Lercuty. Well, I wish you wouldn’t put words into my mouth, 
Mr. Congressman. But let’s say that we don’t believe that the rail- 
road industr y has been operated as efficiently as it might have been. 

Mr. Harr. Do you agree that many railroads are on the verge of 
bankruptcy today ? 

Mr. Leicury. Many? 

Mr. Hate. Yes. 

Mr. Letcuty. No,I don’t agree with that at all. 

Mr. Hater. Do you agree that many railroads are? 
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Mr. Leicury. There may be a handful that might be, but I doubt if 
they are on the verge. There may beahandful. But I even doubt that. 
Even though they are having difficulties now, they haven’t some of 
them, even approached or attempted to get some of the benefits or 
results that they could have gotten, some of the relief that they could 
have gotten. 

Mr. Hatz. In the early part of the statement, you commented upon 
the fact that the railroads have gotten rid of a lot of bonded indebted- 
ness. 

How was that done? Were the bonds paid off out of profit? How 
do you explain that ? 

Mr. Leicuty. I would say that the biggest item in connection with 
getting rid of the bonded indebtedness was probably reorganization. 

Mr. Hare. Reorganization meant that the bondholder settled for 
less than 100 cents on the dollar, isn’t that it ? 

Mr. Leicury. Yes, that is quite true. On actual value, I know one 
particular railroad that issued $70 million in bonds for a proposal, 
according to the evidence filed with the counties in which they went 
through, which cost them $37 million. How would they expect to pay 
$70 million on an investment that cost them $37 million ? 

Mr. Hare. Well, of course, the fact that they have bettered their 
position by bankruptcies, compositions and the like, does not sound 
very gratifying from the standpoint of people who want to see the rail- 
roads get ahead. 

Mr. Letcury. What happened, of course, in those instances where 
they came out of trusteeship or receivership was that their earnings 
were sufficient too so they could reorganize on the basis that the ICC 
felt was fair and reasonable. 

Of course, many of your reorganizations had to go through the tests 
of the various courts before they were permitted. It is just like any- 
body else investing $1,000 in a bond of some industry. It may or may 
not pay off. My dad said he wishes he could have collected 25 cents 
on every dollar he had invested in other industries, including light 
plants. ; 

So the fact that the railroad invester lost money is not anything 
unusual. You can lose money in any number of industries. 

Mr. Hater. On the point the chairman mentioned, the passenger 
train-miles cut in half between 1921 and 1957, what do you think the 
increase in private automobile passenger-miles was in the same period ? 

Mr. Leiaury. Well, I think it is generally conceded that the private 
passenger car handles the vast bulk of the passenger intercity trans- 
portation. You take during that period of time and they probably in- 
creased 1,000 percent, or even more. ; 1 

Mr. Hare. Are there any available figures on that? 

Mr. Leienry. I think they are available, yes. I think the ICC pub- 
lishes figures on it. 

Mr. Hate. I would expect that the passenger-miles traveled in 
private automobiles had not doubled but had gone up, as you suggest, 
tenfold or more. . 

Mr. Leientry. I think that is true. 

Mr. Hare. If that is the case, [ see nothing surprising in the fact 
that the railroad train-miles and passenger service have decreased. 
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Mr. Leicury. Well, that isn’t surprising to anyone. The point is, 
though, that there has been such a tremendous increase in the number 
of passenger- miles, that in spite of losing their predominant positions 
as a passenger carrier, there has also been a 10 percent reduction in 
the actual passenger-miles that the patrons have used with the rail- 
roads. That is the astounding part of it. Based on what we have 
read publicly and heard about personally, there are no passengers 
at all using the railroads now. That is not true, however. There 
are a lot of passengers using the railroads. 

Mr. Hare. I remember ver y vividly days when it was difficult to 
get a seat on a railroad car, and I frequently ride on a coach now 
that is almost empty. 

Mr. Letcury. That may be true on occasion. But I have been on 
a Pennsylvania train between Baltimore and here where I had to 
stand up. 

Mr. Hare. That is all, Mr. Chairman. 

The Cuatrman. Mr. Flynt? 

Mr. Ftynv. I have no questions, Mr. Chairman. 

The Cuarrman. Mr. Younger. 

Mr. Youncer. Mr. Leighty, you did not touch on the guarantee. 
Do I take it that your organization opposes that legislation ? 

Mr. Letcury. Do you mean the proposal for the Government to 
guarantee a certain amount of money, guaranteed loans? 

Mr. Youncer. To guarantee the loans for equipment and mainte- 
nance for the railroads. 

Mr. Letenty. Frankly, we have not had an opportunity to discuss 
that situation too much, but we would say that with proper safe- 
guards, we believe that if a railroad needed loans of that kind, and 
evidenced sufficient secur ity to make it reasonably sure that it would 
be paid, that loans of that kind would be proper. 

But there again we believe that if such loans are made, there 
should be something done to protect the railroad employees, to see 
that they get a reasonable share of the business or of the work of 
building this equipment. 

I understood that that loan was to apply to operating expenses as 
well as interest on obligations already incurred. I am not sure 
about it. 

Mr. Youncer. There have been several proposals. Generally it 
was for the guarantee of loans for the purchase of new equipment, 
and for maintenance. Beyond that there have been proposals made 
by the ICC that we include maturing obligations, bonds, and so forth. 
There has been testimony on that. 

Mr. Lewnury. Mr. Younger, if you are referring to the bill which 
was introduced by the chairman of your committee, which I have had 
an opportunity to look over, I would say that under the provisions of 
that bill, we believe that a bill of that kind would be quite helpful to 
the railroads. But there again we do believe that there should be some 
reasonable amount of that work performed on the railroads’ own 
facilities. 

Mr. Youncer. Well, it is one of the ideas which has been before the 
committee, and which has had more testimony than any other one 
idea, It was conspicuously absent in your prepared statement. 
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Mr. Letcury. That is something, that is right. I do not believe it 
appeared while the Senate was holding their hearings. I don’t be- 
lieve it appeared at any place in the Senate hearings, Congressman. 

Mr. Youncer. It must have, because it is in their bill. 

Mr. Leicury. I would say there are several things in their bill that 
go beyond some of the requests that were made. 

Mr. Youncer. On page 17, you say, in B: 


The passenger problem is not as serious as the carriers allege, since ICC ac- 
counting procedures provide no accurate basis for appraising these operations. 


Then again on page 38 you make the statement— 
If we had more confidence in the Interstate Commerce Commission. 


we would do so and so. In other words, I take it that you are pretty 
much opposed to the ICC, and you might be agreeable to my bill to 
abolish them ? 

Mr. Leteury. Well, I don’t know that they should be abolished, 
although I would want to reserve a final decision on that until a later 
time. 

I think that if the ICC would fill the purposes for which it was 
created, as I understand it, it could do a world of good. But as it is 
functioning today, I think that it may be doing more harm than it is 
good, and possibly 3 your bill to abolish it might bea good bill. 

Mr. Youncer. Well, it is agreed upon by the management of all the 

railroads with whom I have talked. I thought m aybe that was one 
subject on which you and the management could get together. 

Mr. Leraury. We have agreed on a number of items in this pres- 
entation here, as my testimony shows, but we certainly could not agree 
on all of them. 

Mr. Youncer. In your exhibit 18, in explaining exhibits 13 and 14, 
you gave the profit which each of these trains turned in, but you did 
not dwell at all on the net annual savings. 

If I interpret this exhibit right, while these 2 trains, 20 and 
actually had a profit of $121,260 

Mr. Letaury. That is the revenue train-miles, Congressman. The 
profit was $67,000. 

Mr. Youncer. Yes. And the net annual savings if those 2 trains 
were abolished would be $293,000, is that correct ? 

Mr. Lerenry. ‘That is their method of computing it. That is on 
the basis that they would not lose any of th: at revenue. Anybody who 
has had experience with passenger business knows that is a fact. You 
cannot take off a train and not lose the revenue, because the people 
who want to use those trains have other means of transportation. If 
they are not available and do not have that service, the abolishment of 
them has in many instances resulted in a loss of as high as two-thirds 
or even more than that of the revenue. 

The savings are like some of these other suggested savings. For 
example, this so-called passenger deficit of $600 or $700 million. We 
had a wage case in Chicago a few years ago where they showed a 
passenger ‘deficit of $670 million for the preceding year. 

They had estimated, and it was not a correct estimate, of course, 
that our proposal would cost about $600 million. We said, “All right, 
if you will abolish passenger train service, you will save that amount, 
and you can pay us the amount that you think our case would cost.” 
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“No, no, no. If we abolish passenger trains, the figures would not 
show anything like that.” 

When they gave them to us, I would say it is something of that kind 
that is present here. 

Mr. Youncer. You did not mention the other column of net annual 
savings. I wondered whether that was left out purposely or whether 
it had any bearing on this. 

Mr, Leicury. The net annual savings, in our opinion, is merely a 
compilation based on the erroneous theory that you are going to retain 
all of that business, and it never happened. 

Mr. Youncer. In other words, the ICC report and the data which 
the railroads developed as bac kground for abandonment are not very 
reliable? 

Mr. Leicuty. Well, let me say this, that some years ago I handled 
13 proposed branch line abandonments, in all of whic h the carriers 
claimed that they were showing a deficit. ‘There were only five of 
those in which there was an actual deficit after the figures were an- 
alyzed and presented to the ICC. At that time, the ICC denied 9 of 
the 13 applications. 

They showed tax savings. In one State, the tax commissioner said 
that their two taxes on individual lines were based on the gross revenue 
in the State, and then was allocated among the counties. Instead of 
having a tax savings which meant the difference between a deficit and 
a profit on that particular line, there would be no tax saving whatever 
if this line was abandoned. 

Those are some of the things that you run into. In another case 
L ran into the first station on the branch line not inc luding any of the 
revenues on that particular station, saying that all of that business 
will go into the nearest main line point, so they did not discuss it. As 
I say, I can discuss with you for hours some of the personal experiences 
I have had, in connection with line abandonments, station abandon- 
ments, and train abandonments, and other things of that nature and 
also with respect to securing business. 

This is a statement made based upon experience and considered 
judgment. 

Mr. Youncer. I must say if your statement is the situation you 
have relieved the committee of a lot of work, because we can go about 
something else now. We thought the railroads needed some help. 

Mr. Leicury. As I said before, I think they should have help on 
certain items that we have outlined to you. 

Mr. Youncer. Well, that is very little help. 

Mr. Leicury. I do not think the railroads so consider this rate- 
making and some of those other items I mentioned as just a little 
help. Ithink they are very ser iously interested in them. 

Mr. Youncer. The difficulty is, you pick out a problem which prob- 
ably cannot be legislated on, because you have the motor carriers, the 
farm bloc and others all against you. 

Mr. Leicury. All right, but didn’t most of this business come from 
the railroads originally, when they took it away from the railroads ? 

Mr. Youncer. Do you mean all trucks? 

Mr. Leicury. I don’t want to appear here too much as an advocate, 
but isn’t that where they got the business originally ? 

Mr. Youncer. Yes, it is. 
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Mr. Leicuty. Why can’t it be given back to the railroads? 

Mr. Youncer. I think that would be rather simple. To take the 
shackles off the railroads I think that would require a simple piece of 
legislation. 

r. Leiguty. Don’t just take the shackles off the railroads and put 
them on us. 

Just take the shackles off the railroads where it will benefit both of 
us. That is the way it should be done in our opinion. 

Mr. Younger. That is all, Mr. Chairman. 

The Cuairman. You are not adv ocating, Mr. Leighty, removing the 
regulatory processes as far as the American people are concerned ? 

Mr. Leieuty. Of course not. 

The Cuatrman. Mr. O'Hara. 

Mr. O’Hara. Mr. Leighty, of course, you and I have lived through 
a transition in the transportation system of this country. Personally, 
as we sit on this committee, we certainly recognize from a practical 
side, the importance of the railroad industry. 

Mr. Leicury. That is right. 

Mr. O’Hara. We recognize the importance of the trucking industry. 
We realize that each of them will be fighting for themselves. But 
don’t you think we have to develop a transportation policy in this 
country that is going to meet the conditions that we have today ? 

I do not know how soon it will be before we are transported by 
rockets instead of by airplanes. 

Mr. Letcury. I think there is a definite place for various forms of 
transportation. I think one of the difficulties is trying to make an 
exact determination of just how each one fits into the picture. I think 
it is pretty generally recognized in many of these fields, or some of 
these fields, that possibly the trucks have an advantage. In many fields 
the railroads have advantages. In the handling of passengers over 
long distances, probably the railroads have an advantage. 

Your pipelines can certainly handle petroleum and a lot of com- 
modities of that type, better than they can be handled in other ways. 
I do not think there is any doubt about that. We have to realize that 
situation. But the diffic ulty that confronts your committee as I see 
it is trying to make a determination as to the various equities in the 
situation, and to attempt to legislate so that each of the various forms 
has a proper opportunity of hi andling the business they are best fitted 
to handle. 

Mr. O'Hara. Of course, the problem is a good deal like the story 
which arose in World War LI, in the early di ays, about the Irishman 
in Ireland who was trying to decide who to be neutral against. That 
is similar to the problem we have here. 

I have always been hopeful that all of these various modes of trans- 
portation would get together some day and write what is a perfect 
answer to it. But I do not know whether I am going to live that long. 

Mr. Leiaury. I do not think, as long as we have rugged individu: al- 
ists, and I think we are going to have them always, that we will ever 
find a time when we will all agree. 

Mr. O’Hara. There is always a difference of opinion. I lived on 
the main line of a railroad, when I first came to the town. There were 
eight beautiful passenger trainsaday. Now they have taken so many 
of them off I don’t think I can get a passenger train there. 
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Mr. Leicutry. I think the only passenger trains left are the 
Olympian and Hiawatha. 

Mr. O’Hara. I think I was the only human being around that route 
that objected to taking the trains off. 

Mr. Leicury. I happened to have been a Milwaukee employee for 
many years out in the Dakotas, so I know pretty well the history of 
that railroad. 

Mr. O’Hara. I understand in some places things are being done 
where they are combining as many as three railroad stations under 
one operator. I do not know how they are going to operate. If you 
are a station operator, you will spend one day in one town and another 
one in another. 

Mr. Leicury. In that connection, let me say this that better than 
90 percent of all the stations that they are concerned with in these 
various so-called programs furnish more than sufficient revenue in 
themselves to result in a net profit to the railroad. The savings that 
can be anticipated from that kind of operation will be more than offset 
by their revenue losses, which has been pretty definitely demonstrated 
in several of the hearings before the Commission. 

Mr. O'Hara. Thank you. 

Mr. Youneer. Mr. Chairman, I have one quick question. 

The Cuarrman. Mr. Younger. 

Mr. Younaer. Do you believe that all the modes of transportation 
should be under one supervisor ? 

Mr. Letenry. I think that would be advisable. 

The Cuatrrman. Mr. Rogers. 

Mr. Rocrrs. Mr. Leighty, I have just one more question. I believe 
Mr. Perlman testified before this subcommittee, or someone connected 
with the New York Central, that their return on their investment 
showed 0.4 percent, and if they were allowed to break even on the 
passenger service, where I believe you said they lost $53 million, if 
they were allowed to break even on that, their return would be about 
® percent. That does not jibe with the figures you have given in here, 
does it ? 

Mr. Lereury. The figures I have given here, insofar as the percent- 
age of the railroads is concerned, percentage returned, have been based 
on capital stock and net income of railroads as a whole, not taking any 
individual railroad. 

Mr. Rocrrs. This is being set up on outstanding stock at par value 
not owned by the railroads? 

Mr. Leicnury. Yes. 

Mr. Rogers. Why did you use par value? 

Mr. Leienty. Because your stock market value fluctuates so much 
from day to day. It keeps fluctuating. You read about rails being 
up 3 points or down 2 points, or something of that kind. 

Mr. Rocers. Why didn’t you use capital investment ? 

Mr. Letaury. What do you mean by that? 

Mr. Rocers. I mean the investment the railroads have in their plant 
and facilities. 

Mr. Leicury. Well, figures of that kind have been submitted so 
many times, and in so much of this so-called investment there seems 
to be some doubt in the minds of the ICC in connection with some of 
those figures. Another thing is when there is a reorganization you 
will find what they call an acquisiton adjustment. 
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On some railroads it may run over $100 million. 

It is capital that is wiped out in the reorganization and still it 
continues to show as a part of the investment in the railroads as a 
whole. 

We don’t think it is a fair method. The ICC in setting their rates 
you will notice, never come up to that so-called 6 percent because they 
realize some of these factors that I have discussed here. 

Mr. Rogers. Thank you, sir. 

That is all, Mr. Chairman. 

The Cuamman. Thank you very much, Mr. Leighty. You, of 
course, know that this committee does not have jurisdiction over the 
taxing features. 

Mr. Letcury. Yes; I appreciate that. 

The CuarrmMan. We are very greatly concerned, of course, but there 
is a limitation on just what we can hear. 

Mr. Letcnry. I thank you, gentlemen, for the courtesies you have 


extended to me. 

The Cuatrman. Thank you very much for your presentation here. 
We appreciate your testimony. 

Mr. Leigury. Thank you. 

(The following letter was received for the record :) 

THE PENNSYLVANIA RAILROAD Co., 
OFFICE OF VICE PRESIDENT, OPERATIONS, 
Philadelphia, Pa., May 23, 1958. 
Hon. OREN Harris, 

Chairman, Subcommittee on Surface Transportation and Communication, 
Interstate and Foreign Commerce Committee, House of Representatives, 
Washington, D.C. 

DEAR CONGRESSMAN Harris: The statement made before your subcommittee 
on May 19 by Mr. G. E. Leighty, chairman, Railway Labor Executives’ Associa- 
tion, is so false and misleading that I am taking the liberty of acquainting you 
with the facts. 

In the latter part of his testimony, Mr. Leighty made the following statement: 

“The Pennsylvania has also deliberately refused to provide service for special 
events which would have yielded capacity passenger operations. For example, 
it would have been possible for the Pennsylvania to have provided special train 
service for the Army-Navy football game last year, taking passengers from New 
York, or from Baltimore and Washington, directly to the rail yard terminal at 
Philadelphia Memorial Stadium. Representatives of some of the Brotherhoods 
specifically proposed that such service be provided, but the railroad declined to 
do so. Approximately 100,000 people attended the Army-Navy game, creating 
almost unbelievable congestion in the Philadelphia 30th Street Terminal. Thou- 
sands of people found themselves unable to get any type of transportation out of 
Philadelphia for many hours that night. This Army-Navy game could have 
brought thousands of dollars of passenger revenue to the Pennsylvania Railroad. 
Instead the carrier has deliberately chosen to create great public inconvenience 
and has increased dissatisfaction with Pennsylvania Railroad services and gen- 
erally added to the bad reputation of the railroads as passenger carriers.” 

The facts are that this railroad operated 25 trains directly to the Philadelphia 
Municipal Stadium (the site of the Army-Navy game), carrying 17,794 pas- 
sengers. Fifteen trains were operated from New York, with 11,895 passengers— 
and we were prepared to operate additional trains had the traffic been available. 
Ten trains were operated from Washington, Baltimore, and Wilmington, carry- 
ing a total of 4,899 passengers—and 1 train which was definitely scheduled was 
canceled because of lack of passengers, apparently due to the weather conditions. 

To further illustrate the inaccuracy of Mr. Leighty’s statement, during the 
past week this railroad operated 15 extra nonscheduled passenger trains for 
special party movements. 

Sincerely yours, 


J. P. NEWELL. 
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The Cuarrman. The next witness is Mr. John L. Weller, president, 


Seatrain Lines, Inc. 


STATEMENT OF JOHN L. WELLER, PRESIDENT, SEATRAIN LINES, 
INC., NEW YORK, N. Y.; ACCOMPANIED BY L. A. PARISH, VICE 
PRESIDENT, PAN-ATLANTIC STEAMSHIP CORP., MOBILE, ALA. 


The Cuairman. Mr. Weller, you may proceed. 

Mr. Wetter. Thank you, Mr. Chairman, and members of the 
committee. 

My name is John L. Weller. I am president of Seatrain Lines, 
Inc., 711 Third Avenue, New York, N. Y. I am appearing on behalf 
of my own company, and also on behalf of Pan-Atlantic Ste: imship 
Corp., 61 St. Joseph Street, Mobile, Ala. 

We are very grateful for giving us this time today. Mr. Parish, of 
Pan-Atlantic Steamship Corp., 1s with me. We have asked, in the 
interest of brevity, to ask for one appearance in behalf of both of us. 
We are two small, unsubsidized coastal shipping lines, who have not 
been represented in these hearings by any associations who have been 
here. 

Seatrain Lines, Inc., is a common carrier by water, certificated by 
the Interstate Commerce Commission for tr ansport: ition of commodi- 
ties generally between the ports of New York, Savannah, New Or- 
leans, and Texas City. Pan-Atlantic Steamship Corp. is a common 

carrier by water, holding certificates authorizing service between At- 
lantic and gulf por ts, and also interco: istally. 

Although I understand that your committee has been considering 
a number of proposals for assistance to the railroad industry, I w * 
to direct my remarks today to the proposed changes to the rule of 
ratemaking in the Interstate Commerce Act. 

I should explain that Seatrain Lines, Inc., and Pan-Atlantic Steam- 
ship Corp. are competitors, but our views with respect to this matter 
are identical. 

From the very beginnings of our country until World War IT, 
there was a thriving coast: al shipping industry conducted in deep- 
water vessels. I would like to go back to the testimony of the last 
witness, who mentioned that the traffic carried by the competitors 
of the railroads was traffic originally taken from the railroads. This 
is certainly not true in our case. We were there long before the rail- 
roads and the traffic was ours to begin with. 

Just before the outbreak of that war, there were 19 deepwater 
shipping lines engaged in the coastal trades, operating approximately 
139 vessels. Ten of these companies were engaged in the Atlantic- 
gulf trade. 

As of now, Seatrain Lines, Inc., and Pan-Atlantic Steamship 
Corp. are the only two left in business. They operate a total of 10 
ships. 

In 1987, the Atlantic-gulf operators carried more than 5,600,000 
tons of traffic regulated by the Interstate Commerce Commission ; by 
1957, the traffic “of our 2 surviving companies had declined to less 
than 1.200.000 tons, a decrease of 79 percent. During the same pe- 
riod, railroad tonnage increased 42 percent. 
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I understand your committee’s hearings are primarily directed 
toward the problems of the railroads, for which I have the greatest 
sympathy. I have beén a railroad man during a good part of my 
life. 

The railroads are concerned that despite the increase in their ton- 
nage, their share of the Nation’s transportation is declining. Coastal 
water carriers have suffered not only reduction in their share of the 
total, but an absolute and drastic reduction in the tonnage that they 
transport. I am sure your committee would not wish to take any 
action which though ostensibly in relief of the railroads would seri- 
ously injure or destroy the coastal shipping industry. 

The causes of the decline in deepwater coastal shipping are many, 
but I shall confine myself today to those related to the matters under 
discussion by your committee. On the entrance of the United States 
into World War II, the industry was completely shut down, its ves- 
sels having been conscripted for the conduct of the war. The coast- 
wise traffic which these ships had carried either disappeared, or was 
taken over by the railroads. 

When the war ended many of the ships had been lost or damaged 
inaction. In line with an accelerated rise in the general cost of doing 
business shipbuilding and conversion costs had increased enormously, 
as did the costs of operating terminals and wharves. The railroads 
obtained a series of general rate increases—I believe 12 in the last 
12 years—howev er, they applied “hold downs” to rates between the 
areas previously served by the water carriers, not applying the in- 
creases, so that most of those engaged in coastal water transportation 
before the war found it impossible to reenter the business. Only 
three—Seatrain, Pan-Atlantic, and Newtex Steamship Co., were able 
to operate in the Atlantic-gulf trades for any time after the war. 

Newtex has since ceased | operations, so that now there remain only 
two. The War Shipping Administration also conducted a coastal 
service for a short period after the war, but because of this rate 
situation lost money and had to discontinue operations. 

Seatrain and Pan-Atlantic have been able to survive only by reason 
of having invested great sums in technological developments which 
revolutionized the former concept of coastal water operations. Until 
a few years ago, freight was brought to the coastal harbors in trucks 
or railroad cars, unloaded on the piers, and then reloaded into the 
vessel. On termination of a voyage, the freight was once more put on 
the pier, and reloaded into trucks or railroad cars for delivery to the 
consignee. Notwithstanding the low cost of the water transport tation 
itself, the costs of this freight transfer created an increasing burden. 

More than 25 years ago, Seatrain pioneered what is now popul: urly 
called the fishback type of operation. Its specially built ships, with 
the aid of expensive shoreside facilities, are able to accommodate 100 
freight cars each, which are moved from the railroad tracks into the 
ship, or vice versa, without transfer of the lading. 

About 3 years ago McLean Industries, Inc., acquired ownership of 
Pan-Atlantic Steamship Corp., and converted since then its break- 
bulk operation into one utilizing containers which are transferred be- 
tween its vessels and highway trailers, thus also eliminating the trans- 
fer of lading. Mclean Industries, Inc., has invested approximately 
$44 million in vessels, containers, and highway equipment for the 
coast-wise trade. 
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Seatrain Lines has also been engaged in a 2-year engineering pro- 
gram for the development of a truck-container oper: ation to be con- 
ducted in the same vessels and in conjunction with our present 
freight-car service. We call this the seamobile system, and we are 
about to place it in operation. 

The main contribution of the deepwater coastal carriers to our 
transportation system is low cost of operation, and the ready avail- 
ability of the vessels for the military in a national emergency. 

In 1952, for example, the Interstate Commerce Commission found, 
in the fourth supplemental report in docket 28300, that Seatrain’s cost 
for transportating a ton of freight between New York and its Texas 
port was approximately one-third of the all-rail cost for moving a 
ton between the same points; and that the average costs of all the 
water lines, including the higher cost break-bulk operations, was ap- 
proximately 62 percent of the all-rail cost between New York and 
Houston. 

The Interstate Commerce Act now recognizes, and the decisions of 
the Commission and the courts have held, that the public is entitled to 
the benefits of the lower costs accruing from water transportation, and 
that coastal water transportation could not survive unless its low costs 
are translated into differentials under the rates of the all-rail routes. 

If these differentials did not exist, the slower and less frequent 
water services could not get any traffic. Railroad and shipper wit- 
nesses testified to this fact in a case before the Commission as re- 
cently as last month. 

Since the railroads have many sources of traffic besides the areas 
contiguous to ports served by the water lines, their historic tendency 
has been to depress rates where water competition is encountered, un- 
til the competition is destroyed. The complete success of that monop- 
olistic tendency has been frustrated, in part, by the enactment of law, 
by your declaration of transportation policy, and the decisions of the 
Commission and courts. 

You, in your wisdom, recognized that if there is to be water car- 
riage, there must be regulation and administration of transportation 
in such a way as to preserve the inherent advantage of each form. 
Recognition of the need for differential water-carrier rates appears 
variously in the Water Carrier Act and in the decisions. Reaffirma- 
tion of the need for water differentials expressed in clear and unequiv- 
ocal language must be an essential part of any new ratemaking legis- 
lation. The Senate subcommittee reeommends— 
that the Commission consistently follow the principle of allowing each mode of 
transportation to assert its inherent advantages, whether they be of service or 
of cost. 

The proposed new rule of ratemaking—and I am speaking of the 
rule which is in the Smathers committee report—would prevent ful- 
fillment of that very desirable objective. 

In the past few months, the railroads have embarked on a campaign 
apparently designed, as a matter of policy, to conduct an all-out rate 
war and destroy the coastal water carriers once and for all. They 
have filed numerous rates to undercut the rates of the rail-water and 
the motor-water routes regardless of the earnings yielded by this 
traflic to the railroads, and despite simultaneous increases in the 
general level of rates. 
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Seatrain and Pan-Atlantic have petitioned the Interstate Com- 
merce Commission for suspension of these destructive rates; in some 
cases the suspensions have been granted but in others they have not. 
As the Senate subcommittee said : 

It nevertheless appears that the Interstate Commerce Commission has not 
been consistent in the past in allowing one or another of the serveral modes of 
transportation to assert their inherent advantages in the making of rates. 

Presently the Commission has before it a series of cases involving 
these rate-cutting practices. 

If the railroads were allowed to achieve their obvious aim there 
soon would be no coastal water carriers left at all. This is of con- 
cern to the shipping and consuming public, particularly along the 
Atlantic coast, because the low-cost transportation presently avail- 
able by water no longer would be there, and the economy of these 
regions would suffer. 

Even under the administration of the present law, the railroads 
have been able to accomplish a great deal of their aim insofar 
Seatrain is concerned by putting in reduced all-rail commodity rates 
between the points we serve; simultaneously increasing the local rates 
to and from the ports; and refusing to join the Seatrain in through 
point rates that preserve the differentials prescribed or approved by 
the Commission. 

Thus, Seatrain is subjected to a double squeeze; the through rates 
with which it must compete are depressed, and the local rates to and 
from the ports are increased, so that Seatrain’s port-to-port rates 
must take a double shrink to stay in the competitive picture. 

The report of the Senate Subcommittee on Surface Transportation 
dated April 30, apparently recognized the existence of these destruc- 
tive rate practices. I quote from page 7 of the report: 

As has been confirmed by the statements made in the recent hearings, the 
Commission appears to be losing control over rate relationships. When carriers 
are permitted to meet competition by other carriers or by private carriage at 
limited points without reference to the rates at other points, it legalizes the 
disturbance of rate relationships to the detriment of shippers. 

I certainly concure that better administration of the existing law 
by the Commission is required. 

However, the amendment of section 15 (a) of the Interstate Com- 
merce Act proposed in section 5 of S. 3778 introduced by Senator 
Smathers, and in H. R. 12488, apparently is intended to remove any 
power by the Commission to prevent destructive rate-cutting prac- 
tices. It would reward the poaching hitherto conducted by the rail- 
roads by granting them an unlimited hunting license with which to 
destroy the coastal water lines. 

The proposed change in the ratemaking section appears to me to 
be completely inconsistent with other provisions of the Interstate 
Commerce Act, and impossible of administration. The national 
transportation policy provides for fair and impartial regulation of 
all modes of transportation—to recognize and preserve the inherent 
advantages of each—to develop, coordinate, and preserve a national 
transportation system, by water, highway, and rail, as well as other 
means; and it lays upon the Commission—an impartial factfinding 
body—the duty of administering all of the provisions of the act with 
a view to carrying out that policy. Yet, section 5 of S. 8778 and of 
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H. R. 12488 proposes that the Interstate Commerce Commission put 
on blinders and ignore any facts but those presented by the railroads 
in a proceeding invoking competitive ratemaking. 

This one-sided proposal is particularly dangerous, because under 
section 5 (a) of the Interstate Commerce Act, the railroads are largely 
removed from the coverage of the antitrust statutes, and this proposed 
amendment of section 15 (a) would enable them to pursue collusive 
destructive rate practices, without fear of antitrust prosecution, so 
that neither the public nor the coastal waterlines would have the pro- 
tection of the antitrust laws. 

In passing, section 6 of S. 8778 and of H. R. 12488 provides Gov- 
ernment-guaranteed loans to the railroads which saad be used to 
finance them in continuing destructive rate wars. I have no objection 
to financial assistance for the railroads, but I do not think it should 
be combined with the issuance of a hunting license against their com- 
petitors. 

Congress has repeatedly affirmed the need of the United States for 
merchant shipping to be available in time of war. We have spent 
over $500 million in the past 5 years, subsidizing construction and 
operation of ships in the offshore trades. The vessels of the coastal 
shipping lines are built and operated with private funds, and without 
one penny of subsidy, through special tax treatment or otherwise. I 
understand before World War II, 70 percent of our merchant ma- 
rine were vessels in the coastal trade. 

Moreover, they are specialized vessels, particularly adapted to con- 
tainerized transport of military materiel, and are always located with- 
in a few hours’ steaming of a continental United States port. The 
Department of Defense and indeed the Congress have repeatedly 
declared that a strong coastal shipping industry is a vital segment of 
our coastal defense. 

Certainly it would be foolish for the United States to continue ap- 
propriating millions to subsidize ships in the foreign trade, and 
simultaneously allow its coastal shipping industry to be demolished 
in a destructive rate war unhampered by antitrust laws and financed 
by Government-guaranteed loans. 

I should like to point out that the national transportation policy 
has been and is the cornerstone of transportation regulation in this 
country. Under it our country has evolved the strongest, most. efli- 
cient transportation plant in the world and the only large one under 
private ownership. 

The development of this transportation plant in all of its ramifi- 
cations was made possible only as a result of the foresight of the 
Congress in enacting the national transportation policy and requiring 
the Commission to administer and enforce it. The proposed rule of 
ratemaking would tear out the very cornerstone of our national trans- 
portation structure by destroying all surface transportation other 
than the railroads and in turn leading to the eventual destruction 
of the railroads themselves under private ownership. 

In passing, I think I should call attention to the fact that the pro- 
posed rule of ratemaking vitiates, so far as the railroads are concerned, 
the relief provisions of section 4 of the act, a development which I am 
sure the proponents of the proposed new rule of ratemaking never 
contemplated. 
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The total tonnage of the deep-water coastal shipping lines in 1957 
amounted to only about eight one-hundredths of 1 percent of the ton- 
nage handled by class I railroads. The total revenues of Pan-American 
and Seatrain combined last year from regulated freight were about $24 
million as compared with $9 billion for the railroads. Surely Con- 

ss does not wish to destroy our small and struggling industry, so 
vital to the national defense, even if that would benefit the railroads. 
From the figures I have just g given you, it obviously would not be the 
answer to any real solution of the railroad problem. 

In conclusion, gentlemen, unless it is the purpose of this committee 
and of the Congress to make it possible for the railroads to destroy 
other modes of transportation, and particularly the much diminished 
coastal shipping industry, for which I am speaking, then, for the 
reasons I have above mentioned, section 5 of S. 3778, or the House 
bill, should be eliminated. 

Thank you. 

The Cuarrman. Thank you very much, Mr. Weller. 

Mr. Rogers, have you any questions ? 

Mr. Rogers. I have no questions, Mr. Chairman. 

The Cuarrman. Mr. O’Hara? 

Mr. O'Hara. I have no questions, but I would like to express to Mr. 
Weller my appreciation for having the views of the coastal shipping 
people on this matter. 

The Cnarrman. Mr. Flynt? 

Mr. Fiynt. No question, Mr. Chairman. 

The Cuarman. Mr. Hale? 

Mr. Hate. I am sorry I did not hear all of your statement, Mr. 
Weller. However, I notice that you refer to the Atlantic-gulf. You 
are not referring to the old Atlantic-Gulf West Indies Corp. are you? 

Mr. Wetter. No, sir; I was speaking of area. Mr. Parish’s com- 
pany and my own both serve Atlantic and gulf ports. 

Mr. Haue. The Seatrain Lines has no corporate relationship to those 
old steamship lines which have ceased to operate, has it ? 

Mr. Wetter. No, sir. 

Mr. Hate. You talk about coastal business. Are these two com- 
panies about the only companies left in the coastwise traffic ? 

Mr. Wetter. They are the only ones. You will remember, Con- 
gressman, that there were a great many. You probably remember the 
old Fall River Line. 

Mr. Hate. I used to serve on the Committee on Merchant Marine 
and Fisheries. That committee used to mourn, and I think rightly, 
the loss of all the coastal shipping which we had in this country. 

Mr. Weiter. Mr. Parish and I are jointly the last of the Mohi- 
cans. 

Mr. Hate. I am sure this committee does not want to put you out 
of business. 

Mr. Wetter. I hope not. 

The Coatrman. Mr. Younger? 

Mr. Youncer. I have no questions. 

The Cuatrman. Mr. Weller, do you subscribe to the statement that 

each form of transportation should have opportunity to make rates 
reflecting the difference inherent advantages each has to offer? 

Mr. Wetrr. Yes, sir. I think the present law does that. 
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The Cuarrman. And that the public may have opportunity to exer- | 


cise its choice, costs, and service ? als 

Mr. Wetter. Yes,sir. I think the present law gives the public that na 
choice. 

The Cuatrman. Do you think that ratemaking should be regulated it 
by the Commission to prevent unfair destructive practice on the part 1 
of any carrier group? Ww 

Mr. Wetter. I most certainly do. I don’t see how they can do it 
under this rate proposal if they are told to only listen to the evidence 
from one side of the argument. 

The CuatrmMan. Do you think the Interstate Commerce Commission Ww 
has consistently followed the principle of allowing each mode of trans- to 
portation to assert itself inherent advantages ? vi 

Mr. Wetter. I think, sir, that the Commission, by and large, has th 
followed that principle. I think that the Commission has slipped in 
its decisions either by inadvertence or misunderstanding from time to a 
time. The rate situations I mentioned to you in this presentation are as 


cases in which the Commission has not, in my opinion, carried out the 
policy as it is now stated. 

The Cratrman. Are you familiar with the new automobiles in the 
Interstate Commerce case in 1945 ? 

Mr. Wetter. No, sir; I am not. BH 

The Cuarrman. We will forgo any discussion of it, then, since you 
are not familiar with it. 

Mr. Wetirr. [am not an attorney, sir. I aman engineer. 

The Cuatrman. How long have you been in this business ? 

Mr. Wetter. In Seatrain, sir? 

The CrarrMan, Yes. 7 


Mr. Wetter. You are asking me an embarrassing question. I am 
a veteran of about 8 months. t! 
The Cuarrman. You said something about your having experience t 
in the railroad business. t 
Mr. Wetter. Yes, sir; I started in the railroad business in 1925, ; 
and I spent a good many years in the railroad business. I have spent t 
the last 12 years in the airline business. I was a vice president of ¢ 
Trans World Airlines for that period. So, I feel myself fairly gen- é 
erally qualified in transportation, even though I am not a lawyer, sir. : 
The CuatrmMan. I want to ask you this policy question: If a par- 1 
ticular carrier can provide a service to the public at a rate which is t 
fully compensatory and nondiscriminatory, should the Commission 
require a higher rate solely because another carrier cannot meet that ' 
competition ¢ 
Mr. Wetter. No, sir, and I don’t believe the Commission does, if ( 
the rate is as you described it, fully compensatory and otherwise non- 
discriminatory. | 
The CrHarrMan. In other words, if a mode—and we are talking | 


about a carrier—can provide a rate to the public that is fully com- 
pensatory, then the public should not be required to use another carrier 
who must have a higher rate just because that carrier must stay in 
business, whether he is operating efficiently or inefficiently; is that 
right? 

Mr. Wetter. No, sir; I wouldn’t argue for that. 
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The CuAtrman. Then if that is true, and as some of the others have 
also said that they would support and do support such a policy, I do 
not see why there could not be some way to settle this knotty problem. 

Mr. Wetter. I think there could be. If that is the intent, I think 
it would be a very simple matter to solve the problem, Congressman. 
I have been assured by my railroad friends, however, that that is not 
what they desire. 

The CHarrMan. They tell us differently. 

Mr. Wetter. That could be. I make no comment. 

The Cuarrman. We are going to have them here before us, so they 
will have a chance to speak ¢ out in public on the subject. I was going 
to ask you something about this language in the Senate bill, but, since 
you are not a lawyer, and that is no reflection, we will forgo that at 
this time. 

On behalf of the committee, let me thank you very much for your 
appearance here, on behalf of your company and Mr. Parish, your 
associate with you. 

Mr. Wetter. Thank you very much. 

(The following letter was later received from Mr. Weller :) 


SEATRAIN LINES, INC., 
New York, N. Y., May 28, 1958. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

DreAR Mr. Harris: Although I have not yet seen the report of the Senate Com- 
mittee on Interstate and Foreign Commerce, I understand that that committee 
revised the proposed ratemaking rule in section 5 of S. 3778 to read as follows: 

“In a proceeding involving competition between carriers of different modes of 
transportation subject to this Act, the Commission, in determining whether a rate 
is lower than a reasonable minimum rate, shall consider the facts and circum- 
stances attending the movement of the traffic by the carrier or carriers to which 
the rate is applicable. Rates of a carrier shall not be held up to a particular level 
to protect the traffic of any other mode of transportation, giving due consideration 
to the objectives of the national transportation policy declared in his Act.” 

I also understand that your committee desires comments from the interested 
carriers and groups with respect to this language. My view, after listening to the 
testimony last week before your committee and the Senate committee, is that no 
change should be made in the ratemaking provisions of the Interstate Commerce 
Act. If any change were to be made, it should be directed toward reinforcing the 
power of the ICC to restrain destructive ratemaking practices. These destruc- 
tive rate practices not only injure such nonsubsidized carriers as the costal water- 
lines, the continued existence of which it vital to the Nation’s welfare and na- 
tional defense, but, also, undermine the financial health of the railroads, causing 
them recurrently to call upon Congress and the taxpayers for financial relief. 

The Congress should avoid passage of new legislation which might be suscep- 
tible to varied interpretations and thus make more difficult the task of the Com- 
mission in administering the national transportation policy while subjecting the 
carriers to a burden of uncertainly and continuous litigation. The language 
quoted above is subject to this weakness and, almost certainly, would result in 
litigation as between the various carriers and the Commission. Such uncer- 
tainty and litigation, particularly in a time of financial stress, would be certain to 
have unfavorble effects on the financial health of all the carriers involved. 

Therefore, I suggest that the Congress make no change in the ratemaking rule. 
If, however, your committee feels some legislation is imperative, the following 
language is suggested as being less subject to misinterpretation than that quoted 
above: 

“(3) In a proceeding involving competition between carriers, the Commission, 
in determining whether a proposed rate is lower than a reasonable minimum rate, 
shall consider the facts and circumstances attending the movement of the traffic. 
Rates of a carrrier shll not be held up to a particular level to protect the traffic 
of a less economic carrier, giving due consideration to the inherent cost and 
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service advantages of the respective carriers and to the national transportation 
policy declared in this Act.” 

May I repeat my appreciation for the opportunity to appear before your com- 
mittee last week, and for the intelligent and searching interest of yourself and 
your committee members in the problems of the transportation industry. 

Sincerely yours, 
JOHN L. WELLER. 

The Cuatrman. Mr. Leon Leighton will be the next witness. 

Mr. Leighton is vice president of the New York, Susquehanna & 
Western Railroad. 


STATEMENT OF LEON LEIGHTON, VICE PRESIDENT, NEW YORK, 
SUSQUEHANNA & WESTERN RAILROAD, PATERSON, N. J. 


Mr. Lercuton. Mr. Chairman and gentlemen of the committee, our 
railroad is a small railroad in north Jersey, whose gross revenues 
last year were $4.4 million. So, we are not in the class of those rail- 
roads that Mr. Leighty was spe: aking of. 

The CHairman. In other words, he wasn’t talking about your 
railroad ¢ 

Mr. Letcurton. No, sir. 

Our railroad was in bankruptcy for 16 years and went through a 
‘ather drastic reorganization. The Interstate Commerce Commis- 
sion reduced our capitalization from $42 million to $16 million, and 
reduced our fixed interest debt from $12 million to $4 million. 

Despite that terrific reduction in 1957 we were not able to earn 
fixed charges. We failed to earn fixed charges by $150,000, and in 
1958, so far, our gross revenues are 20 percent under what they were 
in 1957. So regardless of what the situation may be for railroads 
in the aggregate, we are in real trouble. 

Our interest in this section 5 5, which Mr. Weller discussed with you, 
arises from the fact that Seatrain accounts for 25 percent of our 
business. We happen to be the railroad that interchanges with them 
in Edgewater, N. J., which is their New York City port. 

In 1957 they ace ounted for $1.2 million of our revenues. So any 
serious impairmanet of Seatrain’s revenue, which would result if 
this bill were enacted into law, would certainly put us right into 
bankruptcy again. That is a fate which we may have to suffer if it 
were necessary for the railroad industry as a whole. But the signifi- 

cant thing about these hearings before Senator Smather’s subcom- 
mittee, which I read, is that none of the railroad presidents who 
testified there indicated that any of their troubles stemmed from this 
Seatrain competition, or that any of their problems would be solved 
by eliminating the Seatrain or the Pan-Atlantic competition. Their 
complaints were directed against two other forms of competition. 
One was the barge movement on the inland waterways, and the second 
was the truckmen who, they claimed want the railroads to hold an 
umbrella over them to protect the higher rates of the trucks. 

I don’t want to get into the controversy with the inland water- 
ways and with the truckmen because I know too little about it to be 
of any real value. But I would like to point out to you gentlemen 
that Seatrain is not subject to either of those complaints. It does 
not operate on waterways that are built at Government expense or 
get any other consideration from the Government, and it does not seek 
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to protect higher rates by having the railroads, as you indicated, Mr. 
Chairman, in effect protect their higher rates. 

Seatrain can afford to operate at much lower costs than the rail- 
roads do, and does make lower rates. What vice is in section 5 is 
that it gives the railroads opportunity by selective competition to re- 
duce the rates that are competitive with Seatrain, to use a loss leader, 
let’s say, in order to drive a and Pan-Atlantic out of business. 

We are not concerned about Pan-Atlantic, but I use them for an 
illustration. 

The Cuarrman. Where do Seatrain and Pan-Atlantic operate? 

Mr. LeiauTon. Seatrain operates from Edgewater, where we serve 
them, a small town just north of Weehawken, right across the George 
Washington Bridge, to Savannah where they connect with the Cen- 
tral of Georgia Railroad; to Texas City where they connect with four 
railroads, comprising the Texas Terminal Railway, and to New Or- 
leans, where they connect with the New Orleans & Lower Coast. 

Incidentally, all the railroads that they connect with have all been 
once in bankruptcy and have been reorganized. All of them need 
Seatrain business as we do. The vice is that the railroads would use 
the selective rate cutting to get rid of their competition and then 
having gotten rid of it they would be able to do what they please. 
That is just the vice which the Robinson-Patman Act was designed 
to avoid. 

In answer to your question to Mr. Weller, Mr. Chairman, I would 
be very glad to sit down with your committee staff, and if the rail- 
roads really do not wish to use this selective rate cutting, we can work 
out language similar to the Robinson-Patman Act which will protect 
Seatrain, Susquehanna, and other railroads dependent on it. Unfor- 
tunately, the history of the railroads has indicated they will do just 
the sort of thing that we fear. 

For example, there was one case which came up before the United 
States Supreme Court, the Dixie Carrier’s case, where railroads made 
lower rates against barge competition than they would against any- 
body else. A similar case came up earlier before the United States 
Supreme Court, the Interstate Commerce Commission against Meck- 
ling, where the railroads on taking grain, which came on barges across 
the Great Lakes, taking it to Chicago, wanted to charge them more 
than for grain which they got from railroads in Chicago or grain 
which they got from the lake steamers, although they conceded it 
didn’t cost any more to carry the grain by barge, in fact probably 
costing less, but their excuse was they wanted to equalize the rates 
so that they could take the grain away from the barges and haul it 
by rail. 

This is an indication of the destructive rate practices, which, un- 
fortunately, is a carryover of the old monopolistic tradition of the 
railroads. A traffic man sees a particular bit of business, and he is 
anxious to get it to impress the traffic vice president, and the traffic 
vice president wants to show the president that he is on the ball and 
wants to get this increased business. 

It doesn’t mean much to them revenuewise, but means a terrific 
blow to Seatrain and Susquehannah. 

That is our interest in the matter. As I say, if the railroads want 
to avoid the evil that we fear, they could very easily cover it by 
amendatory language in the act. ; 
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Thank you very much. 

The CuarrmMan. Mr. Rogers? 

Mr. Rogers. Mr. Leighton, you didn’t even make Mr. Leighty’s list? 

Mr. Leiguton. No. We are way below that. As I say, our gross 
revenues are $4.4 million. 

Mr. Rogers. That is all, Mr. Chairman. 

The CuarrmMan. Mr. O'Hara? 

Mr. O’Hara. Is there any directorate relationship between Seatrain 
and your company ? 

Mr. Lereuton. No, sir. They are simply our most valuable source 
of business, but no corporate relationship of any sort. 

The Cuatrman. Mr. Flynt? 

Mr. Ftynt. No questions, Mr. Chairman. 

The Cuarrman. Mr. Hale? 

Mr. Hae. No questions. 

The Cuarrman. Mr. Younger. 

Mr. Youncer. No questions. 

The Cuarrman. Thank you very much. 

Mr. LeigHtron. May I file a statement? This came to us over the 
weekend, and I sent a night letter which I understand has not been 
received. I would like to file a statement tomorrow. 

The CHarrmMan. You may file a statement. 

(The statement referred to follows :) 


NEw York, N. Y., May 23, 1958. 
Hon. OREN Harris, 
House Office Building, Washington, D.C. 

Dear CONGRESSMAN Harris: Thank you for having given me the opportunity 
of appearing before your committee, and of submitting this short supplemental 
statement. 

The language of proposed paragraph (3) of section 5 of H. R. 12488, as sug- 
gested by the Interstate Commerce Commission, fully effectuates the purpose of 
the bill, without injuring any form of transportation. As the Commission points 
out (Chairman Freas’ statement, pp. 6-7) : 

“Certainly full costs in the aggregate have to be obtained if our transportation 
system is to be kept healthy. In many instances, however, the full cost of the 
low-cost form of transportation exceeds the out-of-pocket cost of another. If, 
then, we are required to accept the rates of the high-cost carrier merely because 
they exceed its out-of pocket costs, we see no way of preserving the inherent 
advantages of the low-cost carrier. In any event, that other mode would be 
compelled to depress its rates below full costs in order to preserve its inherent 
advantages against the high-cost form of transportation. This would mean that 
the carrier with the inherent advantages would be forced into an unhealthy situa- 
tion, or that higher rates would have to be charged on noncompetitive traffic in 
order to make up the deficit, for certainly the full cost of performing a trans- 
portation service must come from somewhere.” 

The weakness in the present language of the section in H. R. 12488 is that it 
would enable the railroads, with their greater financial advantages, to drive 
competing forms of transportation out of certain fields, and after having destroyed 
the competition to raise their prices again. This is one of the “unfair or destruc- 
tive competitive practices” which is contrary to Congress’ declaration of the 
national transportation policy, and frustrates the spirit and purpose of the 
Robinson-Patman Act. See discussion of legislative history in dissenting opinion 
of Mr. Justice Reed in Standard Oil Co. v. Trade Comm'n. (340 U. S. 231, 256- 
261 (1950) ). 

It is noted that the Commission’s statement specifically says that such lan- 
guage “would not affect the special provisions in section 305 (c) relating to 
water-carrier rates and practices, which we accept as representing a settled 
policy of the Commission.” 
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“It was recognized in the debates on the bill that became the Transportation 
Act of 1940, that manipulation of rail rates downward might deprive water car- 
riers of their ‘inherent advantages’ * * *. It was emphasized that one of the 
evils to be remedied was cutthroat: competition, whereby strong rail -carriers 
would reduce their rates, putting water carriers out of business” (Digvie Car- 
riers v. United States (351 U. S. 56, 59-60, 1956) ). Examination of the Congres- 
sional Record during that period demonstrates overwhelmingly the positive in- 
tention of Congress to preserve the inherent advantages of water transporta- 
tion. See opinion of Black, J., in J. OC. C. v. Mechling (330 U. S. 567, 574-7 
(1947) ) ; and his dissenting opinion in J. C. C. v. Inland Waterways Corp. (319 
U. S. 671, 697-700 (19438) ). 

Unless this policy be restated in any present amendment affecting railroad 
rates, its omission might be urged as an argument of repeal by implication. If 
I can be of any help in drafting such a restatement, I will be glad to confer 
with the committee’s counsel at any time on 1 day’s notice. 

Respectfully yours, 
LEON LEIGHTON, 
Vice President, New York, Susquehanna & Western Railroad. 

The Crarrman. Let me ask you this question, sir. You are a 
lawyer. Have you been involved with rate cases in your experience? 

Mr. Letenton. Only through reading of them. If I ae answer 
your question to Mr. Ww eller in regar d- to the new automobile case, 
as to which my recollection is not too cleat *, but as I recall it—because 
I was with the Office of Defense Teneo when that whole 
problem was being discussed—the objection there was made by the 
motor carriers that they thought the motor carriers could not carry 
the automobiles at the rate whic h the railroads offered and the motor 
varriers had to charge a higher rate. 

The Commission was satisfied that the railroads were getting a 
return of full cost on the carriage of the automobiles and that they 
ought not to require them to ti ake a higher rate to protect. the motor 

carriers. I am thoroughly in accord w "ith that thinking. 

If I may say so, Mr. Younger, I respectfully disagree with your 
suggestion about abolishing the ICC. I feel with them as Judge 
Learned Hand felt about the Supreme Court. 

In his lectures at Harvard he indicated he didn’t like a number of 
things that the Supreme Court was doing, but he said they were better 
than nothing and we must have someone. 

The ICC has never done a perfect job, but by and large, with the 
criticism of the administrative agencies that you hear, they have done 
an outstanding job and history “shows that. As a practical matter, 
this is what they are up against. 

The railroads come in with increases, where they want to increase all 
of their rates, and they need the increase, and there is no question 
about that. They urge the ICC to act expeditiously as they should 
do. The joker in the situation as far as Seatrain is concerned is that 
the railroad take certain holddowns, saying those are necessary in 
order to meet competition and they will not put the increase on those 
commodities. 

The holddowns may cover 3,000 or 4,000 items. Buried among those 
are the items where they compete with Seatrain. There they hold the 
existing rates. 

On the other h: ind, where they join with Seatrain on the rail portion 
of the movements, the railroads ¢ arry it from Portland to Edgewater 
and Texas City to Dallas; there they take the increase so that by 
increasing their share they require Seatrain to decrease its rate to keep 
the prevailing differential. 


90 RAILROAD PROBLEMS 


If the railroads went to the Commission and said, “We want to 


reduce a rate in order to cut Seatrain out of business,” they would : 
throw them out. But since they bury this by putting in a holddown, be 
in other words increasing everything but this and 1,000 others, it is 7 
not so obvious to the Commission and that is the way they have been 
able to get by with a good deal of it. iB 
I say that as a railroad man who has a great deal of sympathy for “a 
the railroads. ‘They have not been playing cricket, and that is why the . 
bill has to be amended. by 
The Cuarrman. All right. ot” 
You say that you agree with the philosophy stated in the New \ 
Automobiles case by the Commission ? = 
Mr. Letanton. Yes, sir. ow 
The CHarrman. Let me see what it says. The Commission says, * ; 
“As Congress enacted separately stated ratemaking rules for each = 
agency, it obviously intended that the rates of each such agency should $1 
be determined by us, the Commission, in each case according to the 7 | 
facts and circumstances attending the movement of the traffic by that t] 
agency.” aa 
You said you agreed with that? ; " 
Mr. Letenton. Yes, sir. : 
The Cuatrman. All right. Section 5 proposed by the Senate com- a 
mittee in S. 3778, reads: 
In a proceedings involving competition with another mode of transportation, is 


the Commission in determining whether a rail rate is lower than a reasonable fo 
minimum rate shall consider the facts and circumstances attending the move- r 
ment of the traffic by railroad and not by such other mode. 


Is that not stating precisely what the Commission stated in the New N. 
Automobiles case ? roll 
Mr. Letcuton. Not exactly. th 
The Cuatrman. Explain the difference from your viewpoint. S; 
Mr. Leicuton. Let us take the situation I mentioned from Albany a 


to Dallas where a railroad is competing with Seatrain, and let us a 
assume the distance is 1,000 miles and they fix a rate of $1 on a par- I 
ticular commodity for the 1,000 miles. 


Let us assume they similarly have a rate from Denver to Dallas, ~ 
which I will assume is also 1,000 miles, of $1. Then they decide they ; 
want to undercut Seatrain. Then they come to the Commission and 09 
say, “We can afford to carry this from Albany to Dallas for 90 cents t 
and we propose to keep the rate at 90 cents,” keeping all of their other : 
rates in force but undercutting the Seatrain rate. 

Under this section, unless you put in an antidiscrimination, such a 
as you indicated might be running through your mind, Mr. Chairman, | 
under this section, if the railroads satisfied the Commission that they 
could afford to carry it for 90 cents from Albany to Dallas, the Com- 
mission would have to permit them to do so. I have no objection to 
that. fy 

The CHatrmMan. Right there, if the carrier can convince the Inter- 
state Commerce Commission that the 90 cents is fully compensatory, t] 
then should not the shipper have the benefit of that rate? ‘i 

Mr. Lerenron. If it 1s fully compensatory; yes, sir. But the rail- " 
roads will not write that into the bill. fs 

The CuatrmMan. The railroads are not going to write it. a 
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Mr. Lercuton. I understand that. I didn’t mean to offend you. I 
understand that. You were sort of suggesting maybe a compromise 
could be worked out. 

The Cuarrman. I am trying to get the facts and what you believe 
in, what the water carriers believe in, the trucks, the railroads, the 
pes yg ponent and everybody. We will see about what we can write. 

Mr. Leicuon. My belief is stated. Ifa rate is fully compensatory, 
by a full alloc: ation of costs, of course the railroads ought to be al- 
wed to make the rate. 

The CuatrMan. Or any other carrier. 

Mr. Leienon. That is right. But if they are charging all of their 
overhead to other traffic and saying “On this partic ular item, since 
it is competitve, we esd Ti to get back our actual out-of- pocket 
cost,” that is vicious, I ss That is what happened in the old days 
of the passenger 1 ated, when the New York Central used to ¢ harge 
$1 from Chicago to New York to drive the Erie out of business. 

If they can make a fully compensatory rate, then by all means no 
other form of transportation has a right to be kept in business as a 
standby for war or anything else. 

The Cuarrman. In other words, if the objective of the Senate com- 
mittee proposal can be carried out, and what they intend would be 
the final result, you would be for it ? 

Mr. Letcuton. If they would allow a railroad to make a rate which 
is fully compensatory and nondiscriminatory, then I would be fully 
for it. That is the way I understand the New Automobiles case. 

The Cuairman. They quote the “New Automobiles case,” and they 
say their language is designed to carry out precisely the policy of the 
New Automobiles case. 

Mr. Leiauron. I think as a lawyer, sir, you realize that frequently 
the statute does not fully correct the situation, and that is why the 
Supreme Court has to decide the issues they do. 

The Cuarrman. Yes, and sometimes they get us into awfully tight 
spots. 

Mr. Letcutron. I am sure the attorneys for Seatrain and Pan-At- 
lantic and myself would be glad to sit down with your staff and see 
if we could work out something that would accomplish our purpose, 
and accomplish the avowed purposes of the Senate committee report. 

The Cuamman. We will be glad to hear anything that you may wish 
tosubmit. 

Mr. Hale has a question. 

Mr. Hate. If I understood you correctly, you say that the diffi- 
culty comes in deciding whether a rate is in fact compensatory ? 

Mr. Lerauron. Fully compensatory, yes, sir. 

Mr. Ciaran. Will the gentleman yield right there ? 

Mr. Hare. Yes. 

The Cuarrman. Is there any difference between compensatory and 
fully compensatory ? 

Mr. Lercuton. Yes, sir. The way it is used in railroad accounting 
there is much difference. You have what you call the out-of-pocket 
cost ; that is, the cost of the crew, the fuel, and the car and locomotive 
maintenance on the particular train. Many railroads will allege, 
when it serves their purpose, that a rate is compensatory if that ac tual 
cost of the crew, fuel, and maintenance is $1,000 on a train and they 
get $1,005. They will say that rate is compensatory. 
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On the other hand, you have maintenance of roadbed, you have 
depreciation of equipment, you have allocation of executive overhead, 
and all of that sort of thing, and if they do not get any return from 
that on the destructive rate that they have made, the other people 
have to bear a disproportionate share of it. 

The CuHarrman. If it is compensatory, it is compensatory. The 
bucket is just as full. You cannot put any more in it. 

Mr. Leicuton. It isa matter of definition. Any businessman knows 
when he figures the price of his product that he allocates a certain 
percentage of his overhead to each thing he sells. Otherwise, he 
would soon go broke. 

While a department store may sell men’s shirts or women’s hand- 
bags at an attractive price, soe they are getting back what they 
paid the manufacturer for it, if they did it consistently they would 
go broke. 

The Cuatrrman. If someone abuses what the actual truth is in the 
use of a word, that cannot be the fault of the Congress or the legisla- 
tive language. 

Mr. Leteunton. If, Mr. Chairman, you mean by compensatory to 
get hack a fair allocation of their full cost of operation, then we are 
all in accord. But if compensatory means to get back the out-of- 
pocket cost of that particular operation, that is when you run into 
difficulty. 

I had all of that in a passenger abandonment case that we had in 
New Jersey, and that was the whole controversy. Mr. Leighty touched 
on that in his testimony. 

You see, when a railroad comes in with just a single rate, the Com- 
mission does not have a chance to go into all of their ace ounting. The 
railroad will show that it cost so much to oper ate this train and they 
get back more money and they feel they are all right. But if they had 
many rates like that, they would soon go broke because they would 
not make their overhead, their maintenance of roadway, or other 
items. 

The CrarrMan. Pardon me for interrupting you, Mr. Hale. 

Mr. Hatz. That is all right. I was pursuing the same line of in- 


quiry. 

To go _ k to this illustration you gave, the rate of 90 cents from 
Albany to Dallas, you are assuming that that was a compensatory 
rate ¢ 


Mr. Lercuton. No, sir. I was assuming it was not compensatory, 
because they charged $1 at other places for the same distance, and I 
am assuming the same transportation conditions, which indicated they 
thought $1 was what they needed. 

Mr. Harr. Let us assume that the $1 rate gives them a profit and 
the 90-cent rate is still compensatory. 

Mr. Lergutron. They should have a right to charge the 90-cent rate. 

Mr. Hare. Notwithstanding that they charged more for a haul of 
equal lengths in some other places? 

Mr. Leicuron. Then you run into discrimination which should also 
be outlawed by the act. 

Mr. Hare. That is what I am getting at. It must be not only com- 
pensatory but nondiscriminatory ?¢ 

Mr. Leicuton. Yes, sir. I was trying to separate your question. 
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Mr. Hate. Then if they reduced the rate from $1 to 90 cents from 
Albany to Dallas, you say they have to do the same thing from Denver 
to Dallas? 

Mr. Leicuron. I would say then they should make a 10 percent 
reduction all over their system. 

Mr. Hare. And then you would be happy ? 

Mr. Letauron. We would be happy because they wouldn’t do it, sir. 

Mr. Hate. You wouldn’t be happy, but you wouldn’t feel you had a 
right to complain ¢ 

Mr. Lerautron. The reason we would be happy is if they had to make 
the same reduction all over the system, they would not do it. They 
make these reductions only in isolated instances where it serves their 

urpose. That is the check we have. 

The CuarrmMan. Would the gentleman yield there? 

Mr. Leighton, does not the volume have something to do with it, 
and density of traffic ? 

Mr. Letcuron. Surely, but you do not pick out a particular seg- 
ment of the traffic saying this will give you the greater volume. We 
had that in the Robinson- Patman Act, too, in ~ the Goodyear Tire 

case and a number of others, where the manufacturer said, “If I can 
sell Sears Roebuck that will increase my volume so much that I will 
operate at less cost.” 

The Federal Trade Commission supported by the sixth circuit said, 
“That is fine, but don’t give the reduction only to Sears Roebuck, but 
give a pro rata reduction to all of your ¢ -ustémers i in recognition of the 
volume. In other words, if you can cut the price 60 cents ‘to Sears Roe- 
buck, cut it 20 cents all around and see if you can get the volume that 
way.” 

Mr. Youncer. Do I understand you correctly, I, being the nonlaw- 
yer member of this committee, that the difficulty arises from the fact 
that the railroads outsmart the ICC members ? 

Mr. Lereuron. I would not put it that way, Mr. Younger. The rail- 
road goes in with a single item. They say, “Our actu: al out- of-pocket 
expenditure on this item is 85 cents. Therefore, if we get 90 cents 
we are all right.” The ICC does not have time to make them give a 
weep cost accounting. 

Mr. Youncer. They ‘have plenty of time. They have the same 24 
hours a day that the railroads have. 

Mr. Leigutron. But those proceedings are tremendously involved. 
The ICC recently had a case involving a charge of railroad cars, per 
diem for the rental of railroad cars. The »V would not go into a full- 
dress investigation because they said, “We don’t have the time to do 
it.’ The statutory court in Boston set the order aside because you 
have to do it. That investigation will take 3 or 4 months. The check 
we have upon railroad selectivity is to require them to make the same 
benefit available to all their shippers, which they should. If they did 
that, we wouldn’t have the problem about cost. 

But when they go in and pinpoint one item here and there, the Com- 
mission does not have the chance to check them and they are able to put 
in rates that destroy a particular competitor, and when they get rid 
of him Y or 3 or 4 years later, they can raise the rates. 

That is one reason why these coast wise steamships, as Mr. Weller 
explained it, went out of business. 
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Mr. Youncer. If we could give the ICC more time, you could solve 
the whole problem ? 

Mr. Leicuron. I was going to suggest if they got larger appropria- 
tions they could do a better job; yes, sir. But that is not in this 
committee. The Senate committee said of the ICC, “Every case is 
a case, and regardless what it involves, it gets the same amount of 
time.” 

do think they could reorient their procedures and concentrate 
more heavily on the more important cases and give a little less time 
to the less important. But they are overburdened, as anyone knows 
who appears before them. They have neither the time nor staff to do 
this job thoroughly. <A railroad comes in with a welter of figures, 

If this law were enacted it would cost the Seatrain and Pan- Atlan- 
tic so much money in accounting fees to try to meet the railroads 

case they would probably go out ‘of business as a result of that inde- 
pendent of competition. 

The purpose of this, as I read it, is to set out broad principles on 
which the Congress agrees, lack of compensation, and discriminatory 
routine, but the way it is written by the Senate committee it is wide 
open, because you are not supposed to consider the facts and circum- 
stances attending the movement of the traflic by any other mode. 

Under those circumstances, the Commission could not even inves- 
tigate to see whether the railroads purpose was to drive another 
mode of transportation gut of business, because they are not sup- 
posed to pay any attention to that at all. 

Mr. Hate. I did not get that last part, because they are supposed 
to what ? 

Mr. Leiguron. Consider the facts and circumstances attending the 
movements of the traffic by railroad and not by such other mode. 
If I appeared before the Commission and said: “This rate is not 
proposed in good faith, but for the purpose of driving Seatrain out 
of business,” they would say, “We cannot consider that. That is 
not within our power. We have to consider the facts and circumstances 
surrounding the movement of the traffic by railroad.” 

Then I would say, “I do not believe this rate is fully compensatory. 
I want the railroads to produce all their costs on all of their freight.” 
The Commisison would say, “We cannot go into that. That would 
take us a year on any railroad.” 

As Mr. Weller pointed out, you have another difficulty. The Bul- 
winkle bill has exempted railroads from any antitrust supervision. 
It was a necessary bill because railroads could not make rates inde- 
pendently. Otherwise, you would have the same sort of cutrate com- 
petition that we feel will happen here. 

The railroads asked for and got the protection of the Bulwinkle 
bill, probably, to keep one another from cutting the legs out from 
another, but now they propose to use that power convertedly and cut 
out the small competitors like the Coastwise Steamship Lines. 

The Coatrman. Thank you very much. 

We appreciate having your testimony. 

The committee will recess until 10 o’clock in the morning, at which 
time the Chairman of the Interstate Commerce Commission will be 
the first witness. 

(Whereupon, at 4:25 p. m., the committee recessed to reconvene at 
10 a. m., Tuesday, May 20, 1958.) 
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TUESDAY, MAY 20, 1958 


Houser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMITMTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in room 
1334, House Office Building, Washington, D. C., Representative Oren 
Harris (chairman) presiding. 

The CuatrMan. Thesubcommittee will come to order. 

This morning the subcommittee continues hearings on the problems 
of the transportation industry, particularly with reference to the 
items before us on abandonment of service, construction reserve, com- 
petitive and intrastate rates, and other matters affecting the transpor- 
tation industry of the country. 

We are pleased to welcome back to the committee the Honorable 
Howard G. Freas, Chairman of the Interstate Commerce Commission. 
Mr. Freas, we are glad to have you with us this morning. We rec- 
ognize, of course, you were before the committee a few days ago, when 
you gave us the benefit of the views of the Commission regarding the 
proposals made by the Secretary of Commerce on behalf of the ad- 
ministration. Since then, there have been some developments with 
reference to these and other items which the committee is consider- 
ing. We have had some rather extensive testimony regarding some 
of these problems, and there have been some rather sharp 1 issues drawn. 

Because of this situation and its importance, the committee felt it 
would be advisable for the Commission to come back and give the 
committee the benefit of its views and suggestions with reference to 
these various topics. 

I believe you advised me yesterday you would be ready to present 
such views this morning. 


Mr. Frras. Yes, Mr. C hairman. 


STATEMENT OF HON. HOWARD G. FREAS, CHAIRMAN, INTERSTATE 
COMMERCE COMMISSION 


Mr. F reas. I think we were specifically talking at the time about 
the critical nature of the railroad situation, or the extent to which it 
is critical. I quickly prepared a brief statement in that regard. I 
would like to go ahead and deal with that if it is all right with you, 
and then if there are any questions on the broader base, I shall be 
happy to do what I can to answer those. 

The CHarrman. Very well, you may proceed. 
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Mr. Freas. For the record, I am Howard Freas. I have been a 
member of the Interstate Commerce Commission for the past 4% 
years, and since the first of this year I have served as its Chairman. 

In a statement filed with the Surface Transportation Subcommittee 
of the Senate Committee on Interstate and Foreign Commerce on 
March 28, 1958, and offered for this record, we stated : 

Undoubtedly the overall rail situation is critical. 

Representatives of railway labor organizations have taken a differ- 
ent view. This difference is explained in large part, I believe, by the 
different periods to which their statements are directed. It was our 
purpose to depict the situation as currently as was practicable, where- 
as the labor organizations’ statement whic h have come to my attention 
are directed to the calendar year 1957 as a whole. 

Trafficwise, the year 1957 was a fairly good one. In that year, reve- 
nue ton-miles were less than 5 percent ‘below those of 1956, which was 
close to a peacetime record. The important thing to note, however, is 
the differenec between the first 8 months and the last 4 months of the 
year 1957. During the first 8 months, ton-miles had dropped off but 
1.6 percent. However, in September they were 6.7 percent below 
September 1956; in October they were 8.4 percent below the corre- 
sponding month in 1956; in November, the drop was 9.8 percent ; and 
in December, 14.5 percent. 

We do not yet have the ton-mile figures for 1958, but the trend is 
closely indicated by the carloadings for the first 4 months of this year, 
In January 1958, freight c: arloadings decreased 15.4 percent below 
the corresponding month of the previous year; in February, 21 ag 
cent; in March, 21.7 percent; and in April, 21.9 percent. Thus, i 
seems clear that the falloff of traffic which started about Labor Day a 
1957 has not only continued but has accelerated. 

It is also clear that trafficwise, the railroad situation since last Labor 
Day and particularly during the early months of 1958 are very differ- 
ent from what they were if 1957 is taken as a whole. 

The Commission’s conclusions regarding the railroad situation are 
based on a number of considerations. Among them are the financial 
and operating reports filed with us by the carrier, the sworn testi- 
mony of witnesses at public hearings, our day-to-day contacts, and the 
testimony of witnesses during several months before the Senate sub- 
committee. 

In our general increase proceedings, extensive records were devel- 
oped not only by the carriers but by those holding opposing views. 
The testimony is under oath and is subject to detailed e TOss- examina- 
tion. After extensive inquiry in such a proceeding in 1952, the Com- 
mission stated : 

Judged by any standard shown of record, the rates of return earned or pro- 
spectively to be earned by the railroads by the districts and regions specified 
in our former reports in this case are substandard. Some important roads are 
earning little enough that a continuance of the earnings situation will imperil 
their solvency, while some are in comfortable condition. Neither the strongest 
nor the weakest lines can control the rate adjustment; and, as has been shown, 
the great body of the rail carriers are in the middle class with aggregate earn- 
ings that for the immediate future must be considered as substandard and 
inadequate. 
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In 1955, in a similar proceeding, we found that finane ially the rail 
carriers were in as great a need as they were in 1952. The purpose of 
those and subsequent proceedings was to make the carriers whole for 
increases in wages, materials and supplies, and taxes. The Commis- 
sion stated that they must look primarily to technological advances 
in the art of railroading to achieve greater efficiency ‘and improved 
service as a major hope for incre: ising their rates of return. 

A complet » and proper doc umenting of a statement regarding the 
carriers’ financial situation would require considerable research. I 
have, however, gotten together last night certain data which I believe 
will be helpful as ouides. The latest available figures on operating 
revenue and net -ailw: ay operating income of class I railroads shows 
the same general trend as carlo: adings. 

We have here two statements. The first is entitled, “Operating 
Revenues and Operating Expenses of Class I Railroads in the United 
States.” They are statements put out by our Bureau of ‘Transport 
Economics and Statistics, of which I would like to offer the first one 
for the record and then briefly comment on it. 

The Cuamrman. Without objection, that exhibit will be included in 
the record. 

(The exhibit referred to faces this page.) 

Mr. Freas. Exhibit 1 compares the operating revenues and expenses 
of class I railroads for March and the first quarter of 1958 with the 
same periods in 1957. In the 3 months ended with March 1958, rail- 

way operating revenues of all such railroads declined from $2,576,- 
000,000 plus to $2,239,000,000 plus, or 13.1 percent, compared with - 
same period in 1957; whereas operating expenses decreased only 7 
percent. 

The result was that the net railway operating income of these rail- 
roads in the 3-month period decreased from $214,348,877 to $84,- 
637,898, or 60.5 percent. 

The foregoing figures, as indicated, are for all class I railroads in 
the United States, excluding switching and terminal companies, and 
reflect the better than average performance of railroads in certain 
districts. The situation appears more critical if the results of opera- 
tions by carriers in particular regions are examined. 

Many of the railroads actually showed a deficit in net operating 
income in the first quarter of this year. The result of this period as 
compared to the corresponding period in 1957 for railroads in certain 
of the ge icts is as follows: 

In the New England region, in 1958, the carriers had a deficit of 
2,200,000, as against a blac ck figure in 1957 of $4,469,000. The Great 
Lakes region had a deficit of $10,374,000, as against a 1957 black figure 
of $28, 453,000. ‘The central-eastern distri ict had a deficit of $3,388,000, 
against a black figure of $31,922,000 in 1957. The eastern district, 
excluding the Poe ahontas region, had a deficit. in 1958 of $15,564,000, 
as against a black figure in 1957 of $64,845,000. 

Reports showing the net income of the railroads for the first quarter 
of 1958 have not been fully processed. Exhibit 2 shows selected in- 
come and balance sheet items of class I railroads for the month of 
February and the first 2 months of 1958 and 1957. In the 2-month 
period of 1958, the net income of all such carriers was $6,031,000, 


<> 


compared with a net income of $91,373,000 for the same period in 
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1957. Excluding the Pocahontas region, carriers in the eastern dis- 
trict incurred a deficit of $40,041 000 in the first 2 months of 1958, 
compared with a net income of $14,435, 000 in the first 2 months of 
1957. 

According to the calculation of the Association of American Rail- 
roads, which we believe to be substantially accurate, based on past 
experience with like statements, during the 12-month period ended 
March 31, 1958, class I railroads ea a return on property invest- 
ment equal to 2.88 percent, compared with a return of 3.93 percent 
for the 12 months ended March 81, 1957. Similar returns for car- 
riers in the eastern district, including the Pocahontas region, were 
2.51 and 4.05 percent. 

As will be evident from examination of exhibit 2, the working 
capital of many of the railroads is becoming dangerously low. In the 
year ended February 28, 1958, net current assets—and that is the 
excess of current assets over current liabilities, the latter not including 
installments on long-term debt due within 1 pate eeenenen by 
$244,442,000, or about 19 percent. As of February 28, 1958, carriers 
in the eastern district, excluding those in the Pocahontas sane, after 
inclusion of $221,036,000 for materials and supplies, had net current 
assets of only $204,850,000. This maybe compared with average 
monthly operating expenses of these same carriers in the first quarter 
of 1958, excluding depreciation of $219,800,000, and a payroll in 
February 1958 of $153,290, 000. 

As I indicated, these are just some data taken to serve as a general 
guide. There would be a large number of figures that could be filed, 
but I think all point to the same situation: A tremendous falloff of 
traffic, a situation that is relatively very much worse than it was up 
to, at least, Labor Day of 1957. This, coupled with the decisions of 
the entire Commission upon the extensive records in these general-in- 
crease proceedings, show, as I have indicated by those quotations, that 
in 1952, and again in 1955, the railroads’ rates were subnormal by any 
standard, and that the increases that have been granted have been to 
try to make the carriers whole for increases in expenses and not to 
improve their overall financial situation—from those things, we think 
that the comment which we made in the prepared statement filed with 
the Senate subcommittee and offered for filing with this committee, 
that the overall rail situation is a se is amply supported. 

That concludes my statement. I shall be happy to try to answer 
any questions the members of the subcommittee may have. 

The CHatrman. Thank you, Mr. Chairman. Did you wish to 
include exhibit 2 in the record? I do not believe you offered it. 

Mr. Freas. Yes; thank you. I an like to offer exhibit 2, also. 

The CHarmman. Without objection, it will be included in the ree- 
ord. 

(The exhibit referred to faces this page.) 

The Cuarrman. Thank you very much, Mr. Chairman. 

Mr. Rogers, do you have : any questions ? 

Mr. Rogers. Mr. Freas, did you hear the testimony yesterday of 
Mr. Leighty, or are you familiar with it? 

Mr. Freas. I did not hear it, but I reviewed the statement. 

Mr. Rogers. Were the figures that he gave the committee taken from 
the same source as these figures in your exhibits? 
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4, 936474 2167505 2310498 4617293 4691835 
§8945772| 23236142) 33513791 50025405); 65819839 
1606 469 131927 157723 274129 314047 
7879 446 9757853 9185759 19 348132 18 319582 
65 496 137 361 130 328 271730 254726 
9551411; 10027141 9473810} 19893991 18 888 355 
799394 361| 13209 001| 24039981 30131414 46931484 
* 3058949 2719 661 2791 828 5 456181 | 5 596549 
9990668412] 10469320) 21248153/ 24675233| 41334935 
10.4 163473 20 934 406| 19998161| 41923405 39890972 
11.9 841 650 2636 877 9 233 833 8613387 19 407792 
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13,463,750 


20 February $25,925,973 $36 ,627 ,066 

seeege ass | February 1957 52,756,134 5.247, 580 
===72,093,178 || 2 Months 59,727,811 53,696,343 
22.55 332 565) || 2 Months 103,543, 406 12,145,907 


22 ee 
*10 ,642,598 

29-86 , 598,116 

257,368,004 

25+72,9771,069 

26.13, 980,124 

27000 , 24, 393 


29. 
30. 15 »943 2745 


*® Excludes 3 roads whose net income (or deficit) was absorbed 
by the controlling company. Aleo excludes one road 
which reported no net income for tze two months of 1958. 
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1957 1958 1958 
1. Wet rail Operating LANCOME ....eerceeeseesecs $6 897 266| $65 635146 $40633601 9793 sie ges 8a 
be Other incense ness etecec cnet rece cceeceeeeeeeee] 208289 883) 20217740) 45085224 |  44366487| 65985 
3. Total 1N0OMe cesesccccccccccccccccceseeses| “9123149) 86 052 866 85 716 625 168 696 2860/2 41 6268 25 
&, Miscellaneous deductions from income ........+. 4406181 4015945 9021338 8249407 162160 
: Income available for fixed charges .......| ©4716 998| 82036 945 76697 487 160446673 |2 15249 66 
. Pixed charges: 
6-01. Rent for leased roads and equipment ... 4429292 4663 415 8658669 9203842 5346449 
6-02. Interest deductions scccccccccceceee| 26704105] 25 401 u 52 53 220 221 50930 238 11239 34 
6-03, Amortization of discount. on funded debt 299 790 280 337 601228 $46 391 105 16. 
. Total fixed charges.....,++++:+| 314433 167| 30365 602 626601386 60660471]. +4 829 00: 
2. Income after fixed charges .....++cceeeses 2S TAS ges 51671 341 14017349 99766402 £8 078 & 
EE «oa duclis coucces ce sdbcsbwee dang 4162 787 7985 681i 8 368903 | 
9. Met INCOME wre eee ree errr entaree 210701 093 47 5068 554 6031468 91397499 |\2 22 1935 335. 
10. Depreciation (Way and structures and Equipment); 49 752 658| 47 604 200 99 541 366 94907957 1749017 
LL, FeGeral income taxes ...seeeeceececccescsececes 1279 766| 23 537590 13 668 460 47405485 |4 48640 
2. Dividend appropriations: 
> Sao Ge Melk eodeh «.0<+2s Sees a eallagion 27998337| 41 277590 54994535 71 567730 2240 02 
12-02, On preferred BLOCK sesceveereeeveseere 6352214 8457015 14795 761 16257609 1619364 
Ratio of income to fixed charges (Item 5+6-O04). Aree 2.70 22 2.64 a: 
+/ 
EASTERN DISTRICT 
Income Items POCAHONTAS REGION 
Tor the two wonthe of | or the ad 
1958 
1. Net railway operating income ........... Ui sine 2818 173/ $29 233 886 226 956 994 $7 77268" 
Ze OCNET ANCOME ceeeeeseseeneeesesesrenesrsseseees 7023157 14 366 1721 86: 
3. Total inoome eccccccccccccecccccoccocorces( OF 77a O50 36 257043 6772 056 68 360 9 494 55:3 
4%, Miscellaneous deductions from income .........- 1 360 296 3158272 2 oos 62818" 
‘: “vaen, available for fixed charges .....+- 696 747 5613764 65 262 8 666 36: 
- Fixed charges: 
os. Rent for leased roads and equipment ... 722144 6958 825 7283 326 806 42! 
2. Interest deductions oecctbbeasetbees 430 645 25 745722 24731210 4079 60: 
6-03. Amortization of discount on funded debt 116659 252 8607 226169 38 268 
> Total fixed charges .......e0se0-, 269 448 32957354 32240705 4924 51: 
7. Income after fixed charges ......6-ee0+00% 627299) 427 343 57 33440557 3 941 6 5:3 
8B. Other Deductions cesecccecscescccsscccvaseseces 986 strate 2466405 150 75; 
9. Net income COCR ORR EHO eee Hee eee ee ee 315 a29 571435 30974152 379110¢ 
10. Depreciation (Way and structures and Equipment) 213513954 O77 43107 e851 7304497" 
Ll. Federal income taxes .ecsesecesesseccsssecesecs 365 2938337 ie seene3 : 
12. Dividend appropriations: 
12-01. Om COMMON STOCK .eececccrccecescccsees 681 22009 216 2563 14¢ 
12-02. On preferred GtOOk .ocecsssesevecsvees 810 5 209 561 266 44: 
Ratio of income to fixed charges (Item 536-04). 17 1.80 
UNITED STATES 
Selected Liability It 
Selected Expenditure and Asset Items Sabenee Gt the ond of Febreave 
17. Expenditures (gross) for additions and betterments-Road ... $43,155,960 $57,567,577 4O. Funded debt maturing within 1 y 
18, Expenditures (groes) for additions and betterments-Equipment) 118,657,706 170 ,016,458 sista ciate idiaitell 2 
19. Investment in stocks, bonds, etc., other than those of i) 
affiliated companies (Total, Account 722) ....cessesseess 426,658,751 466,021,082 | 61, Loane and notes payable vu ee 
eh aor: GUrerres GOR «sad od 00 cote ccbseecceccess sue emat ale 99,553,936 95,186,867 42. Traffic and car-service balance 
ae Audited accounts and wagee paya 
= sangipeematiniemmenmasistiatetemaelinast i lee he » Migscellaneous accounts payable 
45. Interest matured unpaid ....... 
i Mi cine cbsebines sbuak osc cdbba scones Snbecaces déweseed es 475,558,216 712,494,721 be Dividends matured unpaid ...... 
22. Temporary cash investments COCO H EEE 804,61 »527 978,126,360 47, Unmatured interest accrued .... 
a PO UNMOLER 00) ps hind bes c'ch coo ccs sebedectessgccdtwats 60,106,013 75,732,311 | 48, Unmatured dividends declared ,. 
+ Loans and notes receivable ........ bn Chie iin aidealee kas ood 9,943,428 10,467,664 4&9. Acorued accounts payable ...... 
a Traffic and car-service balances--Dr. ......scceccccecseees 54,828,010 61,747,654 50. Federal income taxes accrued .. 
+ Net balance receivable from agents and conductors ......s6. 159,566,124 197,022,785 | §1. Other taxes accrued ....s.see0% 
ze Shosehleneous asceunte pesssvenie Cocncceesesveseecesecesce 257,162,894 276,088,313 52. Other current liabilities ..... 
. SOONERS S. ccice ce ncancdontsecs cdcvten 18,939,130 19,166,13 
29. ACorued ACCOUNTS TECOIVADLE 2... eccececerecsescerseseveuce 227°995,383 258,809,509 53. Total current liabilities 
-° Webing Pent ORVOROES 6 oc deccccenndesvocccccccctcibwosdoere 10.566, 382 AS Oshyeee 
$2. Material and oupplics ........cccccccsccscsccecescccccccces | 70973281691 | 76275407231 | SI. Analysis of taxes accrued: 
OUD UNNURS BODUCE occccirccdccccrvecccccéccsecceieorsede 21,034,353 26,935,068 54-01. U. 8 Government taxes 
54-02. Other than U. 8. Gover 
34. (Items 21 to 33) ... 55. Other deferred credits ........ 


Total current assets 


Decrease, deficit, or other reverse item. 


Represents accruals, including the amount in default. 





2/ Inoludes payments of principal 


than long-term debt in defau 
within one year after close 


3/ Includes obligations which matu 


after date of iseue. 


MERCE COMMISSION 
- ECONOMICS AND STATISTICS Statement No. M~125 


FEBRUARY 1958 
IS OF CLASS I RAILROADS IN THE UNITED STATES 
orm IBS) representing 113 railroads 
AL COMPANIES NOT INCLUDED) 
EASTERN DISTRICT POCAHONTAS REGION 
~ For the month of February For the two sonthe of For the month of February Por the two months of 


= 1958 on 











O66 953 09 #34698 744 $9 290 818] $12 726134 
ae e8iise 802 14151 145 325355|  1202271| *° 633 230 
L411 6268255 870 486849689 9616173| 13926405) 19452471 
1621605 1317192 2528147 43104 127994 92951 
9 5 323678 463521742 9573069 23 600 414| 19359520 
3484490 3 712 826 7266451 9316 14470 
411239 348| 10982441 21950675 1448204 3277979| 27aegss 
105163 104372 202 442 12 287 38045 23727 
3g oes oo2! 16 524038 igs82 393 5488292 12238423] ,2 280937 
£8 078 8 6103260 10469 920 
Hse 1 217 986 2466 405 : o| 28 526397 
429193 e 9 306053 14435 569 6103260 10469920 16 538583 
17490178) 16785 867 33480 022 3698210 68114190 ( 
i 486403 4909590 8632 395 4779 775 2151975 Shes ete 
2240027 627 21618175 6934230 15 020 65 
1619341 341 6517880 48 758 ta $33 34 Ber 
= : Mi 3.55 4,14 6,86 
SOUTHERN REGION WESTERN DISTRICT 
~ for the month of February For the two sonthe of For the month of February For the two sonths of 
1958 195? 
$7 772 687 487 71378 942752 010239 3 42 438 03° 
° 460 895 614050 2 5 
9 494552 o71 8 : 403 647 624289 42 veeat aad 
628187 345149 245773 936474 167 505 310498 617 4691635 
8 666 3565 626 405 058298 8945772 236142 513 791 025 656198639 
806 423 803 546 625735 1606 469 131927 157723 274 314047 
4079 602 7865 448 126367 7879 446 9757853 185 759)| 19 348 16 319 582 
382866 33350 76691 65 496 137 361 130 328 272 254726 
49245135 622 344 628793 9551411; 10027141 473810} 19893 is 888355 
5235932 | 229263 | 22 562 393) 19384362) 13203 O02) 26982 28s | “easeses| “S536 se9 
30 719 661 791 82 5 6 5§ 596549 
3791100 651068 927670 19066 412 a0 489 $23 saess3 24675 ‘ase ene 
7304497 121 942 §10110/; 14163473) 20934406 998161) 41923 39890972 
614392 116736 9841650 2636 877 233833 8613 19 407792 
2563140 689 360 12649748 6 426985| 21611959 22 5201753 
266 445 354 526 34563383 e 220 907 6217672 6220907 
1,80 2.95 2.51 3.48 





UNITED STATES 
Liability Items 


Balance at the end of February 
Reports showing 


eae | Reporte showing 
| Period Net Income Net Deficit 
ng within 1 year 2/ .......... | $397,017,961 | $394,206,342 
= = . ssinnitermmtememnestnimeensdiinmeenaes | | Number | Amoun 





ANALYSIS OF NET INCOME--ALL CLASS I RAILROADS® 





































yable vu acs diehard Mass 14,320,137 13,463,750 || February 62 | $25,925,973 $36 627,066 

rvice balancee--Cr. .......... 91,193,350 117,652, 

nd wagee payable ..... paren 296808250 Lae See ais y February 83 52,256,134 51247 ,580 

inte payable ...ccscccccccccce | 152,626,546 172,093,178 || 2 Months 64 59,727,821 53,696,343 

amped’ 2c. .LLseeseseeet2ts | 3883982 | 929920255 | 2 wontne 81 | 103,543,406 Aare 
sorned se ite a eden 132,873,735 11 eee S2e 

B GQCLArEd .cccccccesesecscces 172 

BT Fe Es Co a Dae ash a39° 159 37’ 368,008 *® Excludes 3 roade whose net income (or deficit) was adsorbed 

pe accrued ... see 338,174,717 035'391 069 by the controlling company. Aleo excludes one road 
abecbace cate ocecewecbisecda 220 ,123,92° 213,980,124 which reported no net income for tne two months of 1958. 

LASTROD acodeeccisvonetebecsad 91,200,01) 100,244,393 

Liabilities (Iteme 41 to 52) | 1,776,475,414 


accrued: 











ee Se ee 372,507 ,833 513,123,951 
1 U. 8. Government taxes .,... 185,790 ,812 173,627,242 
Wack kee dons adtiags sanel 153,060,226 179,464, 343 
of principal of long-term debt (other Exuisit 2 


lebt in default) which becomes due 
after close of month of report. 

ng which mature not more than one year 
seue,. 








INTERSTATE COMMERC 


BUREAU OF TRANSPORT ECONOM 


SELECTED INCOME ITEMS BY REGIONS AN 


FOR THE TWO MONTHS ENDED FEBR 


NET — OPERATING wer THCome yaammal INCOME DIVIDEND 
Region and railway G AXES APPROPRIATIONS 


a 
States = Tote) ...s.--+-+-+0] $40,633,601 | $12,329,793 $91,397,499 | $13,668,460 | $47,405,485 967,625,339 
eer aaa, Som aml Sen eS) vee on 













































































































Nestera District Incl, Pocabontes = Oine 
Region ~ Totad «+.+++++- 534337,99% 30,974, ee 2,938,337 18,156,043 218,777 as 
or 
Geor, 
Bangor and AroOstook ..ssecsscscese Geor, 
Boston and Maine ......-. seecvereces 1,358" os Gulf 
Canadian Pacific Lines in Maine ... Tlli 
Contral Vermont ..cesscecseecseess ° a 46) Loui 
Maine Central ....scecesssccsesence f 37,500 | New | 
New York Connecting ..........+.-- “| 4 1 Be 923 Norf 
New York, New Haven and Hartford .. Pied 
Butland CRP O HOHE Save 
Sead 
Sout 
t ion — Total .....- 12,523,203 | Tenn 
West 
MBN ATDOF .cccceceerecssesectsseces 
Delaware and Hudson «...-esecescescs 
Deleware, Lackawanna and Western .. Nest 
Detroit and Toledo Shore Line ..... 
BELe wc cccccccccccccesectesseeses *e 1,943, 185 
Grand Trunk Western .ssecesssseesse Nort 
Lehigh and Budson River .....++++++ 8,030 ' 
Lehigh and New England ......+.-+0+ 136,905 Chic 
tet WORDT Ab uh obs vile tose ccccace 453,104 | Chic 
Monongahela ..... ly d_ 122,408 - Chic 
ew York Central ..+.+.ese-eeeeeee : 5,969,304 | dij, 84), oul 430 | Dal 
Mew York, Chicago and St. Louis ... 3,107,049 284,477 965,000 2,058,A0 | Dulu 
New York, Susquehanna and Western . d 28.048 Dalu 
Pitteburgh and Lake Erie ......+++s 1, 545,928 Gres 
Pittsburgh & West Virginia ........ 255,657 121,680 | Gree 
Wabash .....+++++. cevecdeccsevccece 1, 545,846 2,895,200 | Leake 
Minn 
Ming 
Central Kkastern Region - Total .-..|/ d 5,242,424 14,112,156 fe 
jo 
Aron, Canton and Youngstown ...... a 28,280 89,275 | Spok 
Baltimore and Ohio .........- osaete 7,493,905 | Spok 
Bessemer and Lake Erie ....... coos] 22,382,422 Wiec 
Central R. R. Co. of New Jersey ... 
Chicago & Eastern Illinois ....-++++ 
Chicago & Illinois Midlend ........ 259,833 Qont 
Detroit, Toledo and Ironton ....++. 559,901 
Elgin, Joliet and Eastern .....+.+- 826, 646 - Atch 
Illinois Terminal .....++sseseesees 114, 600 - Cate 
Long Toland ...cscecessesecceesees q - Ghic 
Missouri-Illinois ......ssseesseess 3-319 - Cole 
RE Leos ck de de VEL ARUS KERb Cte ceeds 040 ad 38.482 - 423, 391 Cole 
Pennsylvania .....sseesceeesseees 5,869, 521 1,361,221 - 6,608,714 Denv 
Pennsylvenia-Reading Seashore Lines - Fort 
Reading ....seeeceees esdevescsdnce ° 1,194,373 2,121,261 3 +335 906 699, 594 699, 539 Bort 
Staten Island Rapid Transit ....... - Paci 
Western Maryland Cee eee eee eeeereeee 1,115,537 1,970, 254 sal 
role 
t = Total ..++--+s- 9,523,650 15,067, 587 14,841,493 | Unic 
West 
Chesapeake and Ohio ...+...sseeeeee 5,047,023 as,eee 8,130, 641 8,113,916 
Norfolk and Western coccssesesceces 3,351,838 3, 125,000 5,063,339 5,063,339 | Sout 
Richmond, Fredericksburg & Potomac 253,411 2 300 543,000 310,032 413,376 
Virginian ....+-.+s++0- cobs eeccoes ° 1,817,648 1,264,475 2,355,650 1,563,575 1,250,860 ee 


Miss 















Southern Region ~ Total ««+----+-++ 

Alabama Great Southern ......+.++- e - 80,000 St. 

Alabama, Tennessee & Northern ..... 16,379 90,100 St. 
124,039 126,832 St. 


Atlanta & Saint Andrews Bay ......- 
Atlanta and West Point ..++.+-++> ee 
Atlantic Coast Line Railroad ......+ 
Garolina and Northwestern ......-. ° 






Texs 
1 . 2355 140 Texe 
Texe 






100,000 
9,300 


1,050,000 
9,500 







& Deficit or other reverse iten. 2/ 
* Report of receiver or receivers. ‘ 
** Report of trustee or trustees. 

1/ Includes operations of Nashville, Chattanooga & St. Louis, merged August 30, 1957. 


MMERCE COMMISSION 


RT ECONOMICS AND STATISTICS 


INS AND DISTRICTS, CLASS I RAILROADS 


THS ENDED FEBRUARY 1958 AND 1957 


NET oA OPERATING FEDERAL INCOME DIVIDEND 
= Region and railway TAXES APPROPRT AT IONS 


,825,339 fon - Conti 


, 136,055 Central of Georgia Coot ee eeeereseseereee 
Charleston & Western Carolina cesesseess 
Cincinnati, New Orleans & Texas Pacific 

977, 548 | Clinchfiold sesssesserscccsvcseseceseces 
Florida East Coast Rallway®*® ....-seeees 

,500,696 | Georgia R. BR. - Lessee Organisation .... 
Georgia and Florida® .ssceesssesenccesee 

107,886 | Georgia Southern and Florida ...+++++:- 

,355,310 | Gulf, Mobile and Ohio «+++--+ee0s 

=~ [Tilinois Central .cceceecccresescccvece 
- | Louisville and Nashville ij. eoesvvceves 
37,500 | New Orleans and Northeastern ......+.+++ 
= | Norfolk Southern ..-+sseceees Ceoeocce ecocld 
= | Piedmont and Northern ..-seceecsessreveee 
~ | Savannah & Atlanta coesccssececsessseces 
Seaboard Air Line ....ssees- 
Southern .sisccceccsecsesveses 

, 523,203 | Tennessee Central eereccccce 

Western Ry. of Alabama ....sseseeees 


15,218 
» 47,220 
614,84 | Western District - Total ..........05- 29,101,070 | 45,418,019 | 2%,675,233 | 41,334,935 | 8,613,387 
40 ,000 








Wn 
2 


bédes 


pliant 


en 
3 


28,741, 660 





Northwestern Region — Total .....sssess 


- | Chicago and North Western secesecssessesld 


453,104 


248,830 
* 058 lio 


Chicago Great Western ..csseseesscevsces 


Chicago, Milwaukee, St. Paul & Pacific .ig 
Duluth, Missabe and Iron Range .....+-++id 
Duluth, South Shore and Atlantic ....+.+sid 


Duluth, Winnipeg & Pacific ..cesessesece 
Great Northern ceceetecccscncesecusevese 
Green Bay & Western sessscessssceesscces 





$ 
g, |: 


8,060,106 


2,593,255 


ls, 549,63 


121,680 


& 


125,000 
,895,200 | Lake Superior & Ishpeming ..++++++++. pe 
Minneapolis & St. Lowls wesececseecens 


Minneapolis, Northfield and Southern ... 
,112,156 | Minneapolis, St. Paul & S. S. 
Northern Pacific sescsccssessssess ies 
89,275 | Spokane International .....sssceecescese 
»493,905 | Spokane, Portlend and Seattle ......... 
= | Wisconsin Central .essseeseee eevecceses 


252,910 
539,328 


1188 OSes 6 us 


Vest fon = Total ..+++.++s 17,336,701 


~ | Atchison, Topeka and Santa Fe 2/ ..... 

~ | Chicago, Burlington & Quincy ..+..+sse0s a 

~ | Miicago, Rock Island and Pacific ...... « 

~- } Colorado and Southern «..sseeseeccseres - 

423,391 | Colorado & Wyoming ....+seeeeeees eoesee . 120, 000 

608,714 | Denver end Rio Grande Western ...... seve 1,347,613 

- | Fort Worth and Denver .......+-seseeeee F 9.190 me 

6 Vorthwestern Pacific ....++.+++ eeescee is 

99509 Pacific Electric ..cccvscscccccsesevecs ‘ 

Southern Pacific Co., Incl. Leased Line F . 6,785,341 

Southern Pacific Transp. System 3/ ..... 8. 264.218 6 ae 6,785,341 

Toledo, Peoria & Western cesessseeeees 18.1 

841,493 | Union Pacific Company and Leased Lines . . 8,659, 592 
Western Pacific ....se.+0s eoccesecceces ° : 


113,918 
063,339 | Southwestern Region - Total ...+.+++++- . 480, 190, i 653, fi | 2,652,788 | 3,344,853 
413,376 
»250,860 | Kansas City Southern ...-.sseesseeee cove J 1,229,198 
Kansas, Oklahoma & Gulf .osssseceseees 224,464 76 - 
Louisiana & Arkansas ......0ss50> . 723,122 - 
906,131 | Missouri-Kansas—-Texeas .....0seeseseeees 4 d_ 529,608 - 
Bp nT er re eeerrre yf err oe »215,837 
St. Lowle-San Francisco ...sescscesecees 258, d 42,599 2,115,655 
St. Louis, San Francisco and Texas ...+. 
St. Lowls Southwestern ...csseesveess 
Texas and New Orlean® .....-.eeesess sees 
Texas and Pacific .oresssessccsereseees ° 
Texas MoXican ..secseesscencsecereeeese 


1p 2359) 


Se. 





2/ Includes Atchison, Topeka & Santa Fe Ry.; Gulf, Colorado & Santa Fe Ry., and Panhandle & Santa Fe Ry. 
3/ Data not included in totals. Includes Southern Pacific Company; Texas and New Orleans R, R. Co., and leased lines, 
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Mr. Freas. Some of them were. I would not be prepared to state. 
I noticed that he gave references on some of his exhibits to Interstate 
Commerce Commission reports, but I could not state in detail. 

Mr. Rogers. Mr. Freas, of course, there has been quite a discrep- 
ancy in the end results that have been produced by the figures that 
have been submitted to the committee by the different phases of the 
transportation industry, which is, of course, understandable. When 
figures are used for different purposes, they will produce different 
results. 

But my interest is this: Why is there such a marked difference in 
the opinions of the several people as to the amount of money that 
has been made by the railroads as compared to their overall invest- 
ments ¢ 

Mr. Freas. I think the explanation lies, in part, in what you just 
embodied in your question ; in a larger part, though, in what I tried to 
emphasize here. That is, the witness yesterday was talking about a 
period that was different from the period which we were talking 
about. 

It is true that by taking in the year 1957, he came within a matter 
of some 4 months to the “present time. But the point is that 1957, 
by and large, was not a real bad year, trafficwise at least. It was 
good up until Labor Day. So by the time you took those last 4 
months when traffic dropped off very substantially, it still did not 
bring the overall effect for 1957 down anywhere near to the level 
of where it is now. Then, during these 4 months in 1958, that situa- 
tion has been accentuated. 

The witness to whom you referred made the statement that that 
is due in large measure toa change in practice on the part of the 
industry, in letting their inventory fall down to real low levels, and 
that the picture will change, and they will build up their inventories, 
and that will bring about another situation. 

I would not want to undertake to predict what our future economy 
holds. All I do want to say is that there seems to be at least a 
fairly prevalent thought among those that feel that they are in a 
position to know, that it is probable that there will be some flattening 
out and a gradual increase, rather than a very abrupt increase. In 
any event, any indications of any increase from the standpoint of the 
effect upon the railroads do not yet appear in any statistics that we 
have seen. 

So when and how rapidly the increase will come is something we 
do not know. As the situation is right now, and as the immediate 
prospects are, we think that this statement which we have made, 
that the situation is critical, is justified. 

We do not mean by that that every rail carrier is in a critical 
situation; not at all. There are even difference as between different 
general areas. But there are a large number of carriers that are in 
that situation, and I think the effect which an adverse situation of 
that kind has on a few carriers, if it is carried pretty far, will serve 
at least. to reduce the confidence in the railroad industry as a whole. 

Mr. Rocers. Then, the lowering, Mr. Freas, as I gather from your 
statement, is caused by the sharp decline in the last quarter of 1957 
and the first two quarters of 1958 ? 

Mr. Freas. That is right. 
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Mr. Rogers. You do not see any leveling off or bottoming out— 
as I believe they call it in present parlance 

Mr. Freas. As I say, I do not believe I am qualified to predict what 
the economic trend would be. 

Mr. Rocers. I understand that. But I was thinking just about 
your suggestion, from your past experience in this business. 

Mr. Leighty testified yesterday, I believe, that there has been a 
situation insofar as railroads are concerned, a sort of a feast and 
famine. Every time there is a feast, it is all right, but when the 
famine comes along, they begin to scream pretty loudly about it. I 
would just like to have your thinking on that, as to whether or not 
you think this is a very realistic situation that we are faced with, or 
whether it is another one of those famine situations. 

Mr. Freas. Of course, the railroads have contended for years that 
their earnings have been inadequate. The Commission has tried, as 
I say, on these very extensive records, to deal as fairly as possible with 
all the parties and to consider and balance the interests of the rail 
carriers against the interests of the shippers. It has never granted 
increases sought without imposing whatever restraints seemed to be 
necessary in the public interest. As a result, the returns on regulated 
industries are not generally as high as they are on a lot of others. 

I am mentioning this to indicate that I do not think the rail returns 
have ever been, within recent times, at any exorbitant levels. But 
when we start with the levels as we found them and then apply the 
effects of these declines, and when we look ahead to the prospects of 
an increase in business, we must there again weigh against that the 
declining position of the rails from an ov erall st: indpoint. 

By that I mean that over a number of years now, the rail traffic 
has fallen off in relation to the traffic of certain other forms of trans- 
portation. They have not been able to maintain the share which 
they had before. 

Those things are accentuated by the agricultural exemptions, by 
the “buy and “sell” method of highway transport: ition which takes a 
lot of traffic out from under regulation, and by the transportation 
excise tax, which is certainly instrumental, in part, in driving traffic 
from regulated for-hire transportation. It is not only a question of 
how rapidly will the overall economy come back, but it is a question 
of to what extent will the rail lines share in that traffic when it does 
come back. 

Mr. Rocers. Mr. Freas, in that regard, I think we can shorten this, 
your position is simply this: that in order for the necessary revival 
of the railroads it is going to be essential that this Congress adopt 
some of the recommendations made by the administration with rela- 
tion to the problem. 

Mr. Freas. Yes, that is right. 

Mr. Roa ers. Thank you, Mr. Chairman. 

The Cuamrman. Mr. Spr inger, do you have any questions? 

Mr. Sprrncrr. Mr. Chairman, from your figures, how many rail- 
roads are there, roughly ¢ 

Mr. Freas. Under our present classification, I believe we have 113 
class I carriers. I would like Mr. Emken, the Director of the Bureau 
of Accounts, Cost Finding, and Valuation, to tell me whether he has 
the number of class II carriers, if I may. 
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The Cuatrrman. Will he identify himself for the record. 

Mr. Emxen. There are about 300 class II carriers. 

Mr. Freas. Plus 113 class I carriers ? 

Mr. Emxen. That is right, 113. 

The Cuamman. Would you g give the reporter your name, please, 
sir. 

Mr. Emxen. Cecil W. Emken, Director, Bureau of Accounts, Cost 
Finding and Valuation. 

The Cuarmman. Thank you. 

Mr. Sprincer. Now, Mr. Chairman, what is a class I railroad ? 

Mr. Freas. A class I railroad includes all those carriers earning a 

oss revenue in excess of $3 million annually. 

Mr. Sprincer. In excess of $3 million ? 

Mr. Freas. Of $3 million annually. 

Mr. Sprincer. Now, take the class I railroads first. How many 
class I railroads are presently i in the red ? 

Mr. Freas. Offhand, I cannot give you that figure, unless one of 
the staff members has it readily available. I would like to supply 
it for the record, if I may. 

Mr. Sprincer. Would you give us the approximate number out 
of the 113? 

Mr. Freas. On the statement I offered as exhibit 2 is shown an 
analysis of net income of all class I railroads. It shows that for 
February 1958, the carriers with a net income numbered 62, whereas 
those showing a net deficit numbered 45. That is a total of 107. As 
to those figures, certain roads’ figures were not available at the time. 

The figure is also shown for F ebr uary of 1957. At that time, those 
showing | a net income were 83 as compared with the 62 in February 
of this year. Conversely, in 1957, those showing a deficit totaled 
24 against 45 this year, or approximately double the number of a 
year ago. 

Mr. Sprincer. Mr. Chairman, do you believe that those figures 
fairly represent the trend at the present time ? 

Mr. Freas. Yes, I do. 

Mr. Sprincer. Mr. Chairman, how many of those 62 that are 
presently showing a profit are in a cl: ssification of what you would 

call marginal? By that I would mean earning, we will say, as much 
asa half of 1 percent. 

Mr. Freas. I thought I might have some data on that here. But 
in any event, this does not go bey ond the carriers in the eastern district. 
We would be glad to furnish th: at, but I do not have it available now. 

Mr. Sprrncer. Mr. Chairman, "could you fairly give an estimate 
of what you think would be the number that are in a marginal con- 
dition at the present time ? 

Mr. Freas. I would hesitate to estimate that. They are figures 
that one does not normally carry in mind, and, among the many 
carriers, | would rather furnish the exact figures. 
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(The following letter was later received with respect to the above 


discussion :) 
INTERSTATE COMMERCE COMMISSION, 
Washington, D. C., June 4, 1958. 
Hon. OREN HArrIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DreaR CHAIRMAN Harris: This has reference to my testimony before the 
Transportation and Communications Subcommittee on May 20, 1958, relating 
to railroad problems. 

Attached to the prepared statement which I presented on that date were two 
exhibits, the second of which set forth selected income and balance-sheet items 
of class I railroads in the United States. In connection with that exhibit, Mr. 
Springer asked the following question : 

“Mr. Sprincer. Mr. Chairman, how many of those 62 that are presently show- 
ing a profit are in a classification of what you would call marginal? By that 
I would mean earning, we will say, as much as a half a percent.” 

I stated that I would submit the exact figures later, as I did not have them 
readily available at that time. Accordingly, there is attached hereto a list of 
the class I railroads showing comparisons between the rates of return for— 

(@) the calendar year 1957 and the year ending March 1958; 

(b) the 3-month period ending March 1958 and the 3-month period ending 
March 1957; and 

(c) the month of February 1958 and the month of February 1957. 

Using the one-half of 1 percent basis upon which Mr. Springer desired the 
figures, there were 40 carriers which were marginal during the month of Feb- 
ruary 1957, as compared with 54 which were marginal during the month of 
February 1958. A comparison of the two 3-month periods ending March 1957 
and March 1958 shows 40 carriers which were marginal during that period in 
1957, as opposed to 52 carriers which were marginal during the corresponding 
period in 1958. In the calendar year 1957, there were 43 carriers which were 
marginal. However, during the 1-year period ending March 1958 there were 47 
sarriers which were marginal. 

I believe that this completes the information which the subcommittee has re- 
quested the Commission to furnish. If we can be of further assistance, however, 
please let us know. 

Sincerely yours, 
Howarp FreAs, Chairman. 


Rate of return (percent) 


| 
| Year | 3 months | 3months | Month of| Month of 
Year | ending ending | ending |February|February 





1957 | March | March March 1958 1957 
| 1958 | 1958 | 1957 
| 

Alabama, Tennessee & Northern...-.-.-.-.| -- neki’ sea Nica talline _— ee 
Ann Arbor RR____- 1. 88 1,52 0.13 | 0.49 0. 08 0. 15 
Atchison, Topeka & 8S: anta Fe Ry... aeioniidiands 4.03 | 3.59 | 54 | . 98 .14 31 
Atlanta & St. Andrews Bay Ry----- ---| 14.46 | 14. 48 | 3.43 | 3.42 .92 . 90 
Atlantic Coast Line RR-_....-- 2. 05 1. 84 | 41 | . 62 10 | .19 
wm & Aroostook RR a 5.13 5.10 | 1. 59 1, 62 .49 .47 

Sarolina & Northwestern Ry ie 4. 87 4.39 91 1.39 40) . 30 
Ce IR IEG on tndxvnidgncdatieiuce | 3.72 3. 63 | 68 .76 . 21 - 25 
Charleston & Western Carolina Ry 4.17 4.07 | 1.01 | 1.11 . 26 34 
Chesapeake & Ohio Ry _- ‘ 7. 88 7. 29 | 1.11 1.70 31 . 53 
Chicago & Illinois Midland Ry. Pees 9. 95 8. 88 1.77 2. 83 . 36 . 96 
Chicago, Burlington & Quincy i. Shaccsa 2. 82 2. 58 | . 55 .78 15 . 25 
Chicago Great Western Ry. 4. 28 4.18 . 95 1. 05 . 29 .3l 
Chicago, Rock Island & Pac ific RR____- 2. 65 2. 28 38 | .70 08 .19 
Cincinnati, New Orleans & Texas Pacific | 

i a i ae 7.79 7.44 1. 65 2. 00 . 46 a 
Colorado & Southern a 1.48 1. 29 . 28 47 . 06 .18 
Colorado & Wyoming Ry-. 8. 56 6.79 61 2. 38 2 91 
Delaware & Hudson RR-_-.-- 6. 47 . 78 95 1. 64 23 . 61 
Denver & Rio Grande Western RR_ 7. 56 6. 97 1. 27 1, 86 4() . 61 
Detroit & Toledo Shore Line RR 4.55 3. 72 . 89 1.73 . 28 . 70 
Detroit, Toledo & Ironton RR-...-. 8. 42 7. 89 88 1. 40 oan 41 
Duluth, Winnipeg & Pacific Ry. -_-- 5.18 1,72 1. 99 5. 45 . 54 1. 56 
pees Peetu TRY. .....--...242«... 3, 52 3. 24 . 16 44 15 . 03 
Green Bay & Western RR... * 2. 91 3. 06 1,11 . 96 18 . 40 
Gulf, Mobile & Ohio RR- 2. 44 2. 26 433 61 10 17 
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Rate of return (percent) 














Year | 3 months 3 months | Month of| Month of 

| Year ending ending | ending |Febrvary|February 

|} 1957 | March | March | March 1958 1957 

| 1958 | 1958 | 1957 | 
ae | | | | 
tie CUSUY NEUE Sd na cnncecnsccsaaece 3. 32 | 3.06 | 0. 57 | 0.83 0.14 0. 26 
Kansas City Southern Ry. pan cecenaat i ae 5. 05 | 1.29 1. 33 41 | . 43 
Kansas, Oklahoma & Gulf Ry- S eeniehaoaaitiees | 3.72 4.32 1. 28 . 67 | . 67 | .30 
Louisiana & Arkansas Ry.--...---.--------- | 65.91 5. 63 1. 29 1. 58 | . 39 . 44 
Louisville & Nashville RR_-__------------ | 3.50 3.09 - 55 | - 96 | 15 31 
URE BEDS so tncucdnqndonecdusee ox 3. 22 2. 87 - 82 | 1.18 | . 23 44 
Minneapolis, Northfield & Southern Ry- 8. 56 7. 65 2. 36 3.27 | . 52 | 90 
Minneapolis & St. Louis Ry-_-- ; 3.16 3.09 .47 | . 54 | 04 | "12 
Minneapolis, St. Paul & Sault Ste. Marie | | 
RR 1.95 1. 46 ‘ . 34 08 | 22 

Missouri-Illinois RR 8. 21 8.07 1.42 | 1. 56 . 32 | 61 
Missouri-Kansas-Texas RR_- sl 1.07 . 34 . 08 oan 
Missouri Pacific RR-- 4. 65 4.49 1.00 1.16 . 32 | 41 
Monon RR 2. 55 2. 54 . 50 | . 52 ll | 16 
New Orleans & Northeastern RR 5. 89 5. 92 81 . 78 .O1 | 24 
New York, Chicago & St. Louis RR 4.91 4. 30 | . 66 | 1.27 .18 | . 40 
Norfolk & Western Ry 6. 84 6. 36 . 93 1. 40 .~ .35 
Piedmont & Northern Ry 4.39 3.94 1.06 1. 51 . 22 . 53 
Pittsburgh & Lake Erie RR 6. 36 5. 69 . 87 1. 54 45 48 
Pittsburgh & West Virginia Ry- 2. 69 2. 39 . 46 . 76 . 09 | .21 
Richmond, Fredericksburg & P otomac RR 5.97 4.94 . 83 1.85 .19 | 51 
St. Louis, San Francisco & Texas Ry 2. 67 1. 66 42 1. 42 61 | . 51 
St. Louis Southwestern Ry- 6.10 5. 91 1.27 1. 46 . 39 . 50 
Savannah & Atlanta Ry - 6. 42 5. 97 1,18 1. 62 .43 | . 55 
Seaboard Air Line RR 5. 22 4. 87 1.12 | 1. 47 on | 47 
Southern Pacific 2. 94 2. 89 . 64 | .70 | 21 | -24 
Southern Ry 5. 56 5. 39 | 1. 26 1. 43 . 33 41 
Spokane International RR 6. 60 6.75 1. 67 1. 52 . 55 . 57 
Texas & New Orleans RR-- 2. 91 2. 52 .35 74 06 .29 
Texas & Pacific Ry 2. 85 2. 66 .49 . 67 | oem . 20 
Texas Mexican Ry- 3.11 3. 58 . 81 . 35 15 | .21 
Toledo, Peoria & Western RR-- 8. 33 7. 76 1. 82 2. 38 . 54 | . 76 
Union Pacific RR 3. 08 3.05 . 56 . 59 15 | 15 
Virginian Ry--- 9. 55 8. 68 1. 64 2. 51 - 49 | . 76 
Wabash RR __- 4.05 3. 40 a . 98 . 06 .30 
Western Maryland Ry 7. 49 6.73 1.15 1.91 25 | . 61 
Western Pacific RR 4.16 3. 93 . 65 . 87 . 20 .30 
Western Railway of Alabama 2.75 2. 57 . 58 . 76 -12 | . 20 


Mr. Springer. What would you give as the reasons for the increase 
in the number of those in the red last year, from 24 to, this year, 45? 

Mr. Freas. Primarily the falling off in traffic, which affects the 
earnings of a carrier very rapidly, : at least until adjustments in op- 
erating arrangements catch up with us. To a certain extent the fall- 
ing off in traflic can be offset by other economies, but those economies 
usually do not keep up with the falling off in traffic. 

Mr. Sprincer. Could you give the reasons for the falling off in 
traffic, in your estimation ¢ 

Mr. Freas. The first and foremost reason would be a falloff in line 
with the general decline in our economy. 

Mr. Sprincer. Would you add anything else to that ? 

Mr. Freas. Yes. The further reasons are the declining position 
of the railroads in the competitive struggle, both with for- hire trans- 
portation and with proprietary hauling. 

Mr. Sprincer. What percent of the total traffic would you estimate 
that the railroads have lost to other forms of transportation within 
that period of time? 

Mr. Freas. Again, on that basis of the percent of the loss within 
that period, those figures would have to be compiled. Maybe this will 
throw some light on it, though: In the statement to which I pre- 
viously referred, which was offered for filing with this committee 
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and has been filed with the Senate Subcommittee on Surface Trans- 
portation, we point out that: 

While precise figures are not available, it is estimated that the sweep of 
regulation embraces but 11 percent of the passenger-miles and about 68 percent 
of the ton-miles of transportation service. Of that which is regulated, the rail 
lines’ share is steadily declining. In 1956, it amounted to about 36 percent in 
the passenger field and 71 percent in the movement of property. 

Here is just one more statistic that I think will be helpful 

Mr. Sprincer. Mr. Chairman, I have to get this straight. How do 
you estimate that 71 percent? I did not get how you arrived at a 71 
percent decline in the freight traffic. 

Mr. Freas. Regulation embraces 68 percent of the total ton-miles. 
Of this 68 percent, in 1956, the traffic of the rail carriers amounted 
to 71 percent in the movement of property. 

Mr. Sprincer. Then, in 1957 what did it reach ? 

Mr. Freas. In 1957, we did not have the tonnage figures, but I am 
coming to revenue figures for 1957 that would throw some light on 
that. 

Mr. Sperincer. All right. 

Mr. Freas. In the 12 months ending June 30, 1957, the rails’ share 
of the total revenue resulting from the transportation of property by 
regulated carriers was 56.8 percent, and this may be contrasted with 
their share of 73.6 percent 10 years earlier. In other words, during 
that 10-year period, the rail lines lost some 17 percentage points. 

Mr. Sprincer. In the 10 years before 1957, 1947 to 1957, they lost 
17 percent of the tonnage. Is that correct ? 

Mr. Freas. They lost approximately 17 percentage points. It would 
be a little bit more, figured on their basis. 

Mr. Sprincer. | understand. 

How much did their passenger service decline in the same time, 
or how many points’ loss was there in passenger mileage / 

Mr. Freas. Again, I do not have the figures before me in that form. 
There has been a drop. I am inclined to think it was pretty nearly the 
same percentage, but I would not want to say that positively. 

Mr. Sprincer. Has there been anything, Mr. Chairman, that would 
help to make up for this loss of 17 percent in actual dollars earned ? 
That is, has there been an increase in fares, has there been an increase 
in allowances that have been made to you for carriage? 

Mr. Freas. There have been numerous increases. All told, since 
World War II, there have been about 15 general increases. However, 
as 1 stated earlier, by and large those increases have been designed to 
return the then current increases in operating expenses, to keep the 

carriers in much the situation in which they were before the increases 
in expenses occur red. 

Mr. Sprincer. Have those 15 increases since World War IT equaled 
the amount of loss in general revenue which these figures show here of 
17 percentage points / 

Mr. Freas. The general revenue has held fairly steady. It has 
been over $10 billion for quite some little while, but that revenue has 
been obtained from the somewhat higher rate and on a lesser volume 
of traffic. Meanwhile, the operating costs have gone up so that the 
net has not held up that same way. 

Mr. Sprincer. I believe that is all, Mr. Chairman; thank you. 
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The Cuatrman. May I have the indulgence of the members of the 
committee to ask Mr. Freas a question at this time, because I have 
another committee waiting that I must return to. 

Mr. Chairman, how long have you served on the Interstate Com- 
merce Commission ? 

Mr. Freas. About 4 years and 9 months, I believe. 

The CHatrMan. Then, you have had quite a lot of experience in 
considering the problems of the railroad industry, the trucking in- 
dustry, the waterways, and so forth ? 

Mr. Freas. I have. 

The CuarrmMan. You have had an opportunity to study and observe, 
consider, and make decisions with reference to the Interstate Com- 
merce Act during that time. 

Mr. Freas. That is right. 

The Cuairman. And therefore, you are quite familiar with the 
provisions of that act. 

You are, of course, familiar with the stated policy in the very first 
section of the Interstate Commerce Act as it is today. I believe you 
are familiar with that, are you not ? 

Mr. Freas. Yes, sir. 

The CuatrMan. Is it your belief, Mr. Chairman, and the position 
of the Commission, that each form of transportation should have op- 
portunity to make rates reflecting the different inherent advantages 
each has to offer ¢ 

Mr. Freas. Yes, sir. 

The Cuarrman. Is it your feeling and the position of the Commis- 
sion now that the public should have an opportunity to exercise its 
choice with reference to the service of these various modes of trans- 
portation ? 

Mr. Freas. Yes. 

The CuarrmMan. Have you considered the proposed language that 
is suggested in the Senate bill S. 3778 on ratemaking ? 

Mr. Freas. I have given it some consideration, and the Commission 
as a whole is in the process of considering it now. We are trying to 
get together a statement which I propose to present before the Senate 
Interstate and Foreign Commerce Committee tomorrow. 

The Cuatrman. Are you not in a position to state the position of 
the Commission before this committee today ? 

Mr. Freas. The statement when completed, I believe, will indicate 
that the Commission’s ultimate position on this proposal to which you 
refer is about the same as it was with respect to the so-called three 
“shall nots.” By that I mean that while there are some instances in 
which it would not make any real difference in the ratemaking 
process, there are others in which it would unnecessarily and unduly 
circumscribe the regulatory process. 

For those reasons, and because we see no compelling reason for it, 
and because of the extent to which it would circumscribe what we be- 
lieve is necessary regulation in line with the national transportation 
policy, we Ww ill recommend against that bill. 

The Cuarrman. Are you analyzing it to show that in certain in- 
stances it will make no difference, but in other instances it might ? 
Are you explaining those instances in connection with your statement ? 

Mr. Freas. Yes; we are in substance. We are not giving any con- 
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crete examples as it stands at the moment, but we will in substance. 
I shall be glad to furnish this committee with a copy of that statement 
as soon as it is available if it is desired. 

The CuarrMan. The committee would be very glad to have it, and 
as soon as you have it ready, you may present it to the committee so 
that it may go in the record at this point, in order that we may have 
the position of the Commission on it. 

(The statement referred to is as follows :) 

May 23, 1958. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN Harris: At the hearing before the Transportation and Com- 
munications Subcommittee on May 20, 1958, on the railroad situation, you asked 
me during the course of my testimony whether the Commission had considered 
the proposed language in section 5 of S. 3778 relating to the rule of ratemaking. 
I replied that the Commission had given it some consideration and was in the 
process of preparing a statement thereon for presentation at a hearing to be 
held before the Senate Committee on Interstate and Foreign Commerce. I also 
stated that I would be glad to furnish you with a copy of that statement. I 
am, therefore, transmitting herewith for the record, and for the information 
of the members of the subcommittee, 30 copies of my prepared statement of 
May 21, 1958, before the Senate committee. 

You will note that on page 8 of the statement the Commission, while adhering 
to its position that no change should De made in the rule, suggested substitute 
language in the event the committee should nevertheless feel that some change 
should be made. It should be further noted in this connection that the sug- 
gested substitute language would apply to intramode as well as to intermode 
competitive situations. Senator Smathers indicated that making the proposed 
substitute language apply intramode might not be timely, and, as we under- 
Stand it, requested the carriers to submit their views on the proposed substi- 
tute, amended to apply only intermode. So amended, the language now under 
consideration, as we understand it, is as follows: 

“(3) In a proceeding involving competition with another mode of trans- 
portation, the Commission, in determining whether a rate is lower than a rea- 
sonable minimum rate, shall consider the facts and circumstances attending 
the movement of the traffic. Rates of a carrier shall not be held up to a par- 
ticular level to protect the traffic of a less economic mode of transportation, 
giving due consideration to the inherent cost and service advantages of the 
respective carriers.” 

For convenience of reference there is also enclosed a statement showing 
comparatively the language now under consideration, that in S. 3798, and that 
set forth in the prepared statement. 

I hope that your subcommittee will find this helpful in its deliberations. 

Sincerely yours, 
HowaArpD FREAS, Chairman. 


(The following statement of Mr. Freas was included in the record 
for the information of the committee :) 


STATEMENT OF HowARD FREAS, CHAIRMAN OF THE INTERSTATE COMMERCE 
COMMISSION, BEFORE THE SURFACE TRANSPORTATION SUBCOMMITTEE OF 
THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE ON THE 
RAILROAD SITUATION, MARrcH 28, 1958 


Mr. Chairman, and members of the Surface Transportation Subcommittee, 
my name is Howard Freas. I have been a member of the Interstate Commerce 
Commission for the past 4% years. Since the first of this year I have served as 
its Chairman. It is on behalf of the Interstate Commerce Commission that I 
submit this statement. 

I am generally familiar with the testimony which the rail representatives 
presented during the week of January 13, as well as with that of subsequent 
witnesses. Undoubtedly, the overall rail situation is critical. The country’s 
dependence upon this important segment of our transportation system makes 
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the plight of these carriers something that cannot safely be ignored. In many 
respects we either agree or at least are not in substantial disagreement with 
the views the rail lines have advanced. I shall undertake to identify the areas 
of our agreement and disagreement with the views expressed by previous wit- 
nesses, and make such further comment as may be necessary to an understanding 
of our position and the reasons therefor. 


TRANSPORTATION EXCISE TAXES 


Let me mention first the transportation excise taxes. We are wholeheartedly 
in agreement with the contention that these taxes should be repealed. Members 
of the Senate Interstate and Foreign Commerce Committee and of this subcom- 
mittee are to be congratulated on their recognition of the problems involved and 
on their prompt and vigorous action to effect a solution. 

Withut duplicating the arguments heretofore made by the rail witnesses, all 
of which we consider valid, let me point out that this is a proposal advocated not 
only by the rail lines, but by all forms of for-hire transportation, and I think 
I can safely say also by the great majority of shippers. Since 1948, we have, 
in our annual reports, been calling the attention of the Congress to the discrimi- 
natory effect of these taxes and urging their repeal. Undeniably they have had 
a most serious adverse effect upon this country’s public transportation system 
without which guns and bombs may prove to be of little avail. A suggestion that 
this adverse effect be ameliorated by extending the tax to private transporta- 
tion seems to be wholly impracticable. 

On March 7, 1958, we filed with the House Ways and Means Committee a more 
detailed statement setting forth our views with respect to these taxes and urging 
their repeal. A copy thereof is appended hereto (appendix I). The matter has 
also been called to the personal attention of the Secretary of the Treasury. 


EXEMPTIONS 


I turn next to the matter of exemptions from regulation of a large and ever- 
growing share of the country’s traffic. Precise figures are not available, but it is 
estimated that the sweep of regulation embraces only 11 percent of the passenger 
miles and about 68 percent of the ton-miles of transportation service. Of that 
which is regulated, the rail lines’ share is steadily declining. In 1956, it 
amounted to about 36 percent in the passenger field and 71 percent in the move- 
ment of property. Revenuewise we have somewhat later figures. In the 12 
months ending June 30, 1957, the rails’ share of the total revenue resulting from 
the transportation of property by regulated carriers was 56.8 percent. This may 
be contrasted with their share of 73.6 percent 10 years earlier. 

By reason of the large amount of fixed and specialized capital required for 
the operation of a railroad, insufficient traffic or great fluctuations in traffic often 
produce serious consequences. The rail lines’ relative position trafficwise has 
been deteriorating for quite some time. A sudden drop in absolute tonnage is 
making a bad situation worse. There may be many reasons for this traffic 
deficiency, but certainly important among them are the adverse effect of the 
excise tax just discussed, the large and growing number of exempt agricultural 
commodities, and the exemption of most bulk commodity shipments from water 
carrier regulation. 

Like the railroads and others who have testified, we are of the view that 
agricultural exemptions have been extended by judicial decision greatly beyond 
what the Congress intended. The Commission has for some time realized that 
this progressive broadening of the list of exempt commodities would eventually 
have a ruinous effect on the entire structure of regulated carriage. The situa- 
tion has reached such proportions that several groups of exempt carriers are now 
pleading for regulation. They have on this record detailed their plight and 
stressed the urgency of this problem. 

Apparently thep rincipal purpose in enacting these agricultural exemptions 
was to benefit the producers of the commodities involved, primarily the farmers. 
However, as a result of a series of court decisions which began with I. C. C. v. 
Love, in 1948, and ran through Frozen Food Express vy. United States, in 1957. 
the list is now greatly enlarged. Not only that, but these very exemptions are 
being used by commercial interests for their own advantage without any prov- 
able benefit to the farmer or producer, whose price is usually determined when 
a sale is made to a broker or dealer. Several haulers of exempt commodities 
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have testified before this committee that by far the greater percentage of their 
services are performed for the processor rather than for the farmer or producer. 

We do not believe that the apparent congressional purpose should be aban- 
doned in favor of the continuing substantial identity test adopted by the Supreme 
Court. If this test is applied literally and broadly, it could lead to the exemption 
of a considerable number of additional commodities, such as canned fruits and 
vegetables which are generally processed at large industrial plants and not 
by farmers. 

The movement by commercial carriers of such commodities as fresh and 
frozen dressed poultry and frozen and canned fruits and vegetables is sub- 
stantial. To the extent that such transportation is held to be exempt from 
economic regulation, there will be a continuing erosion of traffic handled by 
regulated carriers. Such carriers cannot survive on a shrinking volume of 
traffic without adversely affecting the Nation’s economy either through sub- 
stantial increases in rates on the remaining traffic, or through deterioration of 
service, or both. 

We are firmly of the view that curative measures are of the utmost im- 
portance, and that they are needed now. Not only would rail carriers benefit 
from remedial legislation of the nature indicated; all regulated carriage—and 
shippers, too—would be aided by appropriate amendment to section 203 (b) (6) 
of the Interstate Commerce Act. The trouble is deep, but the issue is clear. At 
a time when consideration is being given to methods of improving our Nation’s 
economic condition, we believe that legislation in this area is particularly 
appropriate. 

The Commission has submitted suggested draft bills (S. 1689 and H. R. 5823) 
designed to restore these exemptions to their original purpose. These bills 
have been introduced by the chairmen of the Interstate and Foreign Commerce 
Committees of both Houses. They would limit the exemption with respect to 
fish, ordinary livestock, live poultry, and agricultural commodities to the move- 
ment from the point of production to a point where the producer or grower 
first loses actual possession and complete control of the commodity. Another 
bill, S. 2553, introduced by Chairman Smathers, has substantially the same 
ultimate objective. That bill would amend the act by naming specific com- 
modities which would be exempt, and by excluding from the exemption commodi- 
ties which have been subjected to certain types of processing or manufacture. It 
would thus have the desirable effect of rolling back the exemptions with respect 
to many commodities and thereby again subject to economic regulation a large 
volume of traffic which the courts have held to be exempt under the present 
provisions of the statute. S. 1689 and H. R. 5823 take an exempt-movement 
approach, while 8S. 2553 takes an exempt-commodity approach. Under each, 
motor carriers transporting the products of processors and manufacturers who 
use agricultural commodities as raw materials would be subject to economic 
regulation. 

We are inclined to favor enactment of S. 1689 or H. R. 5823 because we be- 
lieve that certain problems which would arise under S. 2553 could be avoided. 
Under S. 2553 it would be difficult, for example, to foresee all the various com- 
modities which should or should not be included within the exemption. Similar- 
ly, by reason of the listing of specific methods of processing or manufacture, 
which would be determinative of whether a particular commodity is exempt or 
nonexempt, it would be difficult to cope with possible attempts to evade regula- 
tion by using a different name to describe the method, or by making some slight 
change therein. However, if S. 1689 or H. R. 5823 do not receive favorable 
consideration, we believe that enactment of 8S. 2553 would be a step in the right 
direction. 

As in the case of the excise tax, the desire to confine this ever-growing list 
of agricultural exemptions is not limited to the railroads but is shared by other 
forms of public transportation. 

The so-called bulk-comodity exemptions are found in the field of water ecar- 
riage, and some though not all water carriers join with other forms of trans- 
portation in advocating their repeal. Although we did not make a_ specific 
recommendation or submit a draft bill with respect to bulk exemptions, we have 
supported legislation providing for the elimination of those exemptions, and are 
still of the view that this should be done. 
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ILLEGAL CARRIAGE 


Another cause of the dwindling traffic both relatively and absolutely is the 
fact that much for-hire transportation is taking place under the guise of private 
carriage. We believe every effort should be made to prevent this growing 
practice, and have recommended legislation for this purpose. 

The subterfuge usually employed, which in common parlance is known as the 
buy-and-sell method, is a practice which threatens rate structures and fosters 
discrimination between shippers, all to the detriment of sound public transpor- 
tation. The type of operation to which we refer is not in furtherance of a pri- 
mary or bona fide business enterprise other than transportation. As a matter 
of fact, the real business of such persons engaged in this type of “buy-and-sell” 
activity is transportation. This practice does not, in our opinion, constitute 
private carriage as defined in the Lenoir Chair case (Brooks Transportation Oo. 
vy. United States, 340 U. S. 925). This was the landmark ease in which the 
Supreme Court upheld the Commission’s application of the “primary business” 
test—that is, whether the primary business of the transporter with respect to the 
property carried is transportation or some other business activity to which 
transportation is merely incidental. 

On the surface, such operations appear valid enough. Usually bills of sale, 
invoices, and the like are actually issued so as to make it appear that the com- 
modities involved are those of the transporter. Frequently they have been sold 
to the consignee before the transportation takes place. Under this type of veil, 
there exists a condition which is difficult to distinguish from bona fide private 
earrier transportation. It provides a unique method of avoiding the necessity 
of obtaining a certificate or permit and of circumventing rate regulation, and 
allows an unlawful operation to continue without payment of the transportation 
tax, all to the competitive disadvantage of lawful public transportation. 

Manufacturers and mercantile establishments are increasing their activity 
along somewhat similar lines. Such businesses use their own trucks to deliver 
articles which they have sold or manufactured. Then, by purchasing mer- 
chandise at or near their point of delivery and transporting it to a point near 
their own establishment for sale to others, these businesses receive compensation 
for what would otherwise be empty return trips. In some instances, the pur- 
chase and sale is a bona fide merchandising venture. In other instances, however, 
prearranged plans are set up to allow the real consignee to get transportation 
at a reduced cost. 

Here, again, as in the case of the transportation tax and the agricultural com- 
modity exemption, the effect is to deprive both rail and other authorized carriers 
of traffic which they should be handling. 

While some courts have found buy-and-sell operations illegal, the decisions 
have not been uniform. Consequently, the Commission has found it difficult 
to cope with the problem. 

During the course of the hearings held by this subcommittee last session, 
testimony was presented on S. 1677, introduced at the Commission’s request to 
redefine private carriage. A witness for the Transportation Association of 
America offered an alternative proposal which would write into law the primary 
business test. We are already on record in support of either S. 1677 or the TAA 
proposal, if modified in certain minor respects. Although certain groups of 
private carriers are opposed to any legislation in this regard, there is general 
agreement among for-hire and private carriers and among shippers, excepting 
only those carriers and shippers engaged in the practice, that this type of illegal 
carriage should be stopped. 

HANDICAPS 


This heading is used to embrace alleged disadvantages to rail lines as a result 
of according competing forms of transportation some facility, privilege, or favor 
not accorded the rails. It may be through outright subsidy, through making 
available to competitors without charge or adequate charge facilities provided 
at governmental expense, or through other advantages accorded to the rails’ 
competitors and not to them. 

Of the various modes of transportation, only the pipelines have never received 
Federal or State subsidies. Public aid to the railroads in the form of land 
grants was given only in the early stages of their development, and no such 
aid has been extended to them for more than 75 years. In evaluating the ad- 
vantages thus accorded the railroads, consideration must be given to the land 
grant and land-grant equalization rates they long accorded the Government. 
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The airlines and the water carriers are presently receiving public aid but the 
degree to which they are being subsidized is uncertain. The motor carriers 
claim that they are paying their own way but this is disputed by their com- 
petitors. The true answer has not been convincingly established. 

We subscribe to the principle that this country’s several forms of transpor- 
tation should be treated equitably and that no one form should be preferred. 
That there are some public expenditures which operate to the rail lines’ disad- 
vantage seems clear. With respect to the extent other carriers benefit thereby, 
however, we are not fully informed. Unless there are compiled authoritative 
data of which we are not aware, we believe that an objective and comprehensive 
study should be made. We suggest that this be done at the direction of the 
Congress. 

LABOR PRACTICES 


Repeated reference has also been made to allegedly uneconomic labor practices 
many of which are frequently referred to as featherbedding. Here again we are 
not informed as to their full import. Specific instances that seemingly con- 
tribute to many of the difficulties of the railroads have been documented. A 
recent talk by a railroad president in which he states that the equivalent of 
4 days’ pay to engine crews for 7 hours’ work was required, and the finding of 
the Canadian Royal Commission that the functions of the firemen-helpers on 
freight diesel engines have either totally disappeared or are a mere duplication 
of what is discharged by others, serve as examples. On the other hand, during 
recent proceedings in Ex Parte 206 before us, some railroad officials gave the 
definite impression that so-called featherbedding was not a serious problem 
on their lines. 

The national transportation policy declares that it is the policy of the 
Congress “to promote safe, adequate, economical, and efficient service and foster 
sound economic conditions in transportation” and “to encourage fair wages and 
equitable working conditions.” It provides that all provisions of the Interstate 
Commerce Act shall be administered and enforced with a view to carrying out 
the declaration of policy. However, except in specified situations where we 
have a statutory duty to protect the employee interest in mergers, consolidations, 
and the like we have no jurisdiction over labor practices. 

We believe the Congress should explore the matter of labor-management 
relations for the purpose of determining whether the advancement of trans- 
portation is unduly retarded in this regard. 


PASSENGER OPERATIONS 


A major cause of the deteriorating railroad position is the unsatisfactory 
passenger situation. Not only is the passenger end of the business not making 
any money—it is losing a substantial portion of that produced by freight opera- 
tions. In order to keep carriers solvent, freight rates are forced upward to an 
extent that freight shippers become dissatisfied and further diversion of badly 
needed tonnage takes place. 

The true deficit from railroad passenger service is in dispute. We believe 
it to be in the neighborhood of $700 million per annum. Whatever it is, it 
accounts in large measure for the present level of railroad freight rates. It 
is noteworthy that generally those rail lines with the largest relative passenger 
business are in the worst financial condition. 

Since passenger rates generally do not return costs, it is natural to turn to 
fare increases. Though we frequently authorize the carriers in their mana- 
gerial discretion to increase passenger fares, we feel certain that the whole 
answer to the passenger problem is not thus met. Increases sufficient in amount 
to remove the deficit would undoubtedly be self-defeating. They would more- 
over, in many instances, be so great that their imposition at one time after the 
long subsidization of this operation by freight revenues would be viewed as 
unconscionable. 

If passenger service cannot be made to pay its own way because of lack of 
patronage at reasonable fares, abandonment seems called for. It is only over 
complete abandonment of a line of track that the Interstate Commerce Com- 
mission has jurisdiction. Discontinuance of schedules without complete aban- 
donment of the line over which those schedules operate is subject to the juris- 
diction of the interested States. Because of the delay in authorizing, or abso- 
lute refusal to authorize, discontinuance of little used service, it has been pro- 
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posed to give the Interstate Commerce Commission appellate jurisdiction by 
amending section 13 of the act. We have informed the Senate and House 
Interstate and Foreign Commerce Committees that we are not opposed to the 
enactment of such legislation. 

In instances, however, where necessary services cannot be made to pay their 
way, we believe that whenever practicable the interested communities should 
be given a chance to operate them or have them operated for their account. 
This refers particularly to commuting services. We agree with previous wit- 
nesses that if an urban or interurban commuting service needs subsidizing it 
should be by the communities served and not by the freight shippers through- 
out the country. 

As this subcommittee is aware, on March 19, 1956, the Commission instituted 
on its own motion an investigation into and concerning the deficit from pas- 
senger-train and allied services. The matter has been the subject of prehearing 
and informal conferences between a committee of the Commission staff and 
interested parties. The items listed in appendix II have been designated as 
the subjects of this investigation upon which studies should be made and testi- 
mony and evidence presented. Five hearings have been held, the latest being 
on February 18, 1958. At the hearings, testimony and exhibits have been 
presented covering subjects 1, 2, 3, 4, 7, 8, 12, and 15. The next hearing is 
scheduled for April 15, 1958, at which time evidence is to be presented on 
subjects 9 and 10 and further evidence may be presented on subjects 5, 6, 
and 11. Some evidence has already been presented on subjects 6 and 11. To 
date no evidence has been presented on subjects 13 and 14. This is a broad 
and highly complex proceeding. The Commission intends to bring it to a 
conclusion with all reasonable dispatch. 


MAIL OPERATIONS 


Under laws relating to railway mail service pay the Commission is charged 
with the duty of determining the fair and reasonable rates for the transporta- 
tion of mail by railroads. There have been only a very few cases arising under 
this provision of the law. One of them is pending at the present time, and it 
would be inappropriate to comment on the merits of the arguments raised in 
that proceeding. The disposition of most of these proceedings has taken con- 
siderable time, but it is not believed that the time was unreasonable. Many 
considerations, including particularly the comprehensive cost studies and vol- 
uminous other evidence presented made this necessary. Moreover, it does not 
appear that in view of the retroactive features of the final decisions the time 
consumed in disposing of these proceedings materially affected the railroads. 
The Commission does not at this time see any need for any change in its powers 
under these statutes. However, consistent with our view that all forms of 
transportation should be treated equally we see no justice in the present pro- 
visions of law which penalize one form of transportation (railroads) for inade- 
quate facilities to handle mail without subjecting other forms to like provisions. 


RAILROAD CONSOLIDATIONS 


Some leaders of the railroad industry have stated before this subcommittee 
and elsewhere their belief that consolidations of railroads would produce sub- 
stantial economies—thereby helping to meet their financial needs. There has 
been some suggestion that there should be greater encouragement of rail mergers, 

Historically, the Congress has looked to railroad consolidations for the solu- 
tion of some railroad problems—particularly the bolstering of weak lines. From 
1920 to 1940, the Congress laid upon the Commission the duty of formulating 
a plan for the consolidation of the Nation’s railroads into a limited number of 
systems. Under this program, consolidations were voluntary with the railroads 
and little was accomplished. In 1940, the Congress amended the law to provide 
that the Commission may authorize railroad mergers proposed by the railroads 
when it finds them to be “consistent with the public interest.” Under this 
present provision, no extensive consolidation of railroads has occurred. Indeed, 
since World War II, few significant railroad merger proposals have been pre- 
sented to the Commission. 

We believe that where consolidations of railroads would produce substantial 
economies without sacrificing service to shippers or otherwise affecting the public 
interest adversely, such consolidations should be encouraged. We believe, how- 
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ever, that such proposals should be made by the railroads voluntarily. In our 
last annual report to Congress, we did not recommend any changes in the laws 
with respect to railroad consolidations and suggest no changes at this time. 


RAILROAD PARTICIPATION IN OTHER MODES OF TRANSPORTATION 


Several railroad representatives have urged before this subcommittee that 
railroads should be permitted to engage without restriction in motor and water 
earrier operations. Thus, they contend that railroads should be allowed to 
become general transportation companies providing combinations of rail, motor, 
and water carrier service. This proposal involves extremely broad policy ques- 
tions which only the Congress can resolve. 

First, it should be stated that railroads and their affiliates which were engaged 
in motor operations on June 1, 1935, under the provisions of sections 206 (b) and 
209 (a), were entitled to “grandfather” certificates or permits authorizing the 
continuance of such operations in substantially the same manner as previously 
performed. 

Sections 5 (2) (b), 207 and 209 of the Interstate Commerce Act presently 
determine the extent to which a railroad may engage in interstate motor trans- 
portation. Section 5 (2) (b) generally requires the prior approval of the Com- 
mission for a merger of carriers or a purchase or other acquisition of control 
of one carrier by another. It also provides that the Commission shall not 
authorize a railroad or its affiliate to purchase or otherwise acquire control of a 
motor carrier unless the Commission “finds that the transaction proposed will be 
consistent with the public interest and will enable such carrier to use service by 
motor vehicle to public advantage in its operations and will not unduly restrain 
competition.” Sections 207 and 209 authorize the issuance of motor common 
carrier certificates of public convenience and necessity and contract carrier 
permits “to any qualified applicant,” without any specific restriction upon issu- 
ance of such certificates or permits to railroads. 

The Commission has long interpreted the proviso in section 5 (2) (b) as em- 
bodying a general congressional policy against unrestricted motor carrier opera- 
tions by railroads. To carry out this policy, the Commission gradually developed 
the principle that in the absence of special circumstances a railroad or its affiliate 
will be permitted to engage only in motor carrier operations which are auxiliary 
and supplementary to its rail service. This means that its motor carrier ship- 
ments must move on rail bills of lading and at rail rates. The requirement was 
reinforced in a number of early Commission cases by the further condition that 
such motor carrier shipments have a prior or subsequent movement by rail. In 
later cases, however, this latter requirement has sometimes been replaced by 
so-called key point restrictions. These are restrictions against the movement 
of motor shipments by a railroad between any two key points or through or to 
or from more than one such specified point. Almost invariably, the Commission 
has restricted motor carrier operations by a railroad to points which are stations 
on the line of the railroad. 

Such restrictions have been applied both to motor carrier operations acquired 
by a railroad by purchase under section 5 (2) (b), and to operations instituted 
by a railroad pursuant toa certificate issued under section 207. The Commission’s 
power to impose such restrictions in either situation was sustained by the Supreme 
Court in United States v. Rock Island Motor Transit Co. (340 U. 8S. 419), and 
United States v. Texas & Pacific Motor Transport Co. (340 U. S. 450). 

At the same time, the Commission has in some cases permitted the railroads to 
perform motor carrier service without such restrictions upon a showing of special 
circumstances, e. g., a public need for transportation which for some reason 
independent motor carriers do not provide. On December 9, 1957, in American 
Trucking Associations et al. v. United States et al. (855 U. S. 141), the Supreme 
Court held that the Commission is empowered, under such special circumstances, 
to issue to a railroad affiliate a certificate of public convenience and necessity 
under section 207 authorizing it to perform an unrestricted motor carrier service. 

Under the Panama Canal Act, section 5 (14), (15), and (16) of the Interstate 
Commerce Act, a railroad may not own, control, or operate a competing common 
earrier by water which operates through the Panama Canal. Also a railroad may 
not own, control, or operate any other water carrier unless the Commission finds 
“that the continuance or acquisition of such ownership, lease, operation, control, 
or interest will not prevent such common carrier by water or vessel from being 
operated in the interest of the public and with advantage to the convenience and 
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commerce of the people, and that it will not exclude, prevent, or reduce competition 
on the route by water under consideration.” 

It is interesting to note that section 408 (b) of the Civil Aeronautics Act 
(49 U. S. C. 488 (b)) provides the same general restrictions upon surface 
earriers engaging in air transportation as section 5 (2) (b) of the Interstate 
Commerce Act imposes upon motor carrier operations by railroads. 

It is clear, therefore, that at the present time, there is a broad congressional 
policy against permitting railroads to engage without restriction in other forms 
of transportation except in special circumstances with respect to rail-motor 
operations. Whether this policy should be reversed or modified is a most im- 
portant question on which the Commission is not prepared to express an opinion 
at this time. 

DEPRECIATION ACCOUNTING 


A number of railroad witnesses testified as to the need for a more equitable 
and realistic treatment in accounting for tax purposes. As I understand the 
view of the majority of the railroad representatives, their comments with re- 
spect to depreciation are directed to the question of computation of Federal 
income taxes and do not relate to the rules of this Commission covering depre- 
ciation of railroad property. Thus, we are only indirectly concerned with the 
proposals submitted by previous witnesses which relate primarily to regulations 
of the Internal Revenue Service. This is a very complicated subject and I 
do not feel qualified to explain all of the differences in these rules and the 
interpretations made by the Internal Revenue Service. 

The testimony of railroad representatives is generally directed toward the 
need for some relief to combat the increasing price spiral that handicaps them 
in replacing equipment. Among the proposals for relieving railroads of the tre- 
mendous income-tax burdens are (1) establishment of a maximum overall 
life of 20 years for all railroad property; (2) provisions for a construction 
reserve which would permit carriers to deduct for tax purposes the total 
amounts appropriated for purchase of new property; and (3) reinvestment de- 
preciation deduction. Each will be commented on in turn. 

With respect to reduction of the tax base to 20 years, even considering the 
physical or economic useful life there appears justification for writing off railroad 
property in 20 years or less. This is particularly true when one considers the 
scientific developments and the rapid technological changes with respect to rail- 
road equipment and the resulting obsolescence. As a tax proposal this should 
be of considerable benefit to the railroads, and we are not opposed to it. 

With respect to the second proposal for the establishment of a construction 
reserve, we believe it would be helpful for future acquisitions of railroad 
property. 

The third proposal, reinvestment depreciation deduction, would permit a de- 
duction in the tax return for the excess of the present cost of replacing a unit 
of property over its original cost. Thus, using the example of a freight car 
costing $8,100 replacing a $2,500 car, the carriers would be allowed an im- 
mediate deduction of $5,600. It is our understanding that many of the au- 
thorities who have given this matter considerable study believe that the present 
basis of requiring depreciation deductions to be computed on the original cost 
rather than the replacement cost is unjust. We believe that consideration should 
be given to tremendous increases in prices in computing depreciation for income- 
tax purposes. 

Another subject under this heading is the 30-percent depreciation reserve 
covered by H. R. 8381. This bill has been passed by the House and is now being 
considered by the Senate. We are in favor of the enactment of this reserve 
provision of H. R. 8381. 

THE EQUIPMENT PROBLEM 


At the moment there is no substantial shortage of railroad rolling stock. How- 
ever, unless the total car supply is increased and used efficiently, crippling short- 
ages are bound to recur. A national crisis now would find the railroads of this 
country with a critical shortage of equipment. A material increase in railroad 
business would show the rail industry unprepared. The equipment with which 
to meet substantially increased traffic demands is simply not available. 

There are several reasons why this is so. Many carriers do not have the 
funds with which to acquire necessary equipment. Others feel that they cannot 
afford to make such acquisitions under prevailing conditions. Some lack in- 
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centive. Indeed, it is somewhat surprising that in view of existing situations 
certain carriers have been willing to provide as much equipment as they have, 
It must be difficult for a railroad president to sell his board of directors on 
putting up millions of dollars with which to buy modern cars which, experience 
shows, will not be seen on the owning line for months after initial loading, when 
the compensation for their use is but a fraction of the cost of providing them, 

Much has been said both pro and con about the so-called Symes plan, which 
provides for the leasing of equipment to the railroads by the Government. The 
provisions of this plan are embodied in S. 2906 and H. R. 9597. Our comments 
are contained in our report to the full committee on 8S. 2906 under date of 
January 31, 1958. 

We do not believe it desirable or necessary that the Government become 
involved in the private business of carriage. Though not unalterably opposed 
to the Symes plan, we do not now favor it. Aside from doubts as to its practi- 
cality, we believe it to be too slow and cumbersome to give the carriers the 
immediate relief which they need. We believe that some Government assist- 
ance in the financing of equipment is imperative as a temporary measure, and 
we recommend that it be accomplished through the guaranty of loans or a direct 
loan-type plan. 

From a long-range viewpoint, as an ancillary measure, the enactment of the 
so-called penalty or incentive per diem bills (S. 942 and 8S. 2030) now pending 
before the full committee, or of H. R. 3626 which is pending in the House, would 
be helpful. Our reasons for advocating these bills have already been set forth 
in letters to the Senate and House Committees on Interstate and Foreign 
Commerce. 

SECTION 22 


During the first session of the current Congress, the Commission suggested an 
amendment to section 22 of the Interstate Commerce Act which would have 
limited its application with respect to reduced rates on Government traffic to 
time of war or national emergency. As a result of our recommendation, bills 
were introduced in both Houses of the Congress by the chairmen of the Inter- 
state and Foreign Commerce Committees. 

The proposal suggested by the Commission was considered by the Congress, 
but a drastically amended version was ultimately enacted. It requires that 
earriers submit to the Commission copies of section 22 quotations and tenders 
simultaneously with their submittal to agencies and departments of the United 
States Government. We are required to make these quotations and tenders 
available for public examination. However, we have no regulatory authority 
with respect to these rates. 

The Commission has been requested, along with other Government agencies 
and private groups, to make studies based on the quotations and tenders which 
become a part of the public files. The studies are intended to reveal the actual 
results of the use of section 22 rates. Among other things, distinctions are to 
be made in these studies between quotations and tenders requested by Govern- 
ment agencies and those voluntarily offered to the Government, and between 
tenders upon which traffiic actually moved and those on which there was no 
movement. 

Machinery for conducting this study is in the process of being set up by the 
Commission. Before this could be done the public files had to be established 
and put into operation. Upon completion of these studies, we shall make fur- 
ther recommendations if called for by the results. 


RATE REGULATION 


I come now to a contention vigorously pressed not only here but on the public 
rostrum and in the press to the effect that the rails are unduly restrained and 
discriminated against ratewise. Neither the rail lines nor other forms of trans- 
portation advocate removal of all rate regulation. In fact, they have frequently 
stated categorically that that is not their purpose. What the rail lines advocate 
primarily is legislation embodying the so-called three shall nots in H. R. 5523 
and 5524. 

We agree that all forms of transportation should be regulated impartially. If 
this has not been accomplished because of the absence of appropriate user 
charges, or through the granting of unjustifiable subsidies, or by undue exemp- 
tions, we favor whatever legislation may be required to bring about equality. 
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However, we reject the contentions that by our application of the present rule 
of ratemaking and of the national transportation policy, the Commission holds 
an umbrella over high-cost carriers and that we unduly and unjustifiably inter- 
fere with the managerial discretion of regulated carriers. These contentions do 
not accord with the actual facts. 

It is important here that we have a clear picture of the ratemaking process. 
Rates in the first instance are made by the carriers themselves, subject to the 
overriding authority of the Commission to prevent the maintenance of any that 
are in any way unlawful. These carrier-made rates are filed in tariffs pub- 
lished in accordance with rules prescribed by the Commission. Any interested 
person, Shipper or carrier, may protest a proposed new or changed rate and 
request that it be investigated and that, pending final determination, its opera- 
tion be suspended for a period not to exceed 7 months. Rates that are not chal- 
lenged generally go into effect as a matter of course. 

Exclusive of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs contained 
hundreds of thousands and probably millions of rates. It is our estimate that 
98.3 percent of these tariffs became effective without protest or restraint by the 
Commission. Of the remaining 1.7 percent which were protested, about 85 per- 
cent were nevertheless permitted to go into effect without suspension. ‘This left 
about one-fourth of 1 percent of the total in which the voluntary action of the 
carriers was restrained by the Commission’s exercise of its investigation and 
suspension powers. In almost one-half of the cases suspended pending investiga- 
tion, the proposed rates were approved upon completion of the proceedings. And 
so, instead of the specter of a meddling Government unwarrantably preventing 
what the carriers regard as the proper exercise of their managerial responsibili- 
ties, we find that a bare one-eighth of 1 percent of their proposals are condemned. 
Among this one-eighth of 1 percent are found the proceedings which are re- 
peatedly cited as examples of persecution and outrage. 

Now what is the justification for this minimal interference? If we are no 
longer in an age of transportation monopoly, and I agree we are not, why should 
the carriers not be permitted to establish any rates they choose? Apparently 
the witnesses who testified here agree that rates that are not compensatory should 
be restrained. There are other reasons which we shall develop hereinafter. 

The rail representatives say that we condemn rates that are compensatory on 
some kind of “share the traffic’ theory. Our attention has been called to a 
number of examples which are said to prove this point. It will not be necessary 
to go into the proceedings case by case. An overall explanation is, however, 
ealled for. 

Before competition between modes of carriage became vigorous, rates were 
made largely on a theory of value of service. Often it was said that rates were 
based on what the traffic will bear. These methods were followed and sub- 
scribed to by carriers, shippers, and regulatory bodies alike, and were regarded by 
students of transportation as proper and in the public interest. With the growth 
of extensive and intense competition, the cost of rendering a particular service 
has become of vital importance. This called for a change in emphasis in apply- 
ing the principles of ratemaking, but this had to be done gradually. In the 
first place, the reasons for the change did not arise all at once and, secondly, 
an abrupt change from the long-established system upon which our rate structure 
was built would inevitably have had a disastrous effect upon the economy. Today 
in competitive ratemaking we give preponderant weight to cost considerations 
in order that the advantages of low-cost transportation may be realized. As 
interagency competition has intensified, the Commission has allowed greater 
latitude to the managerial discretion of carriers in competitive ratemaking, 
particularly that involving different modes of transportation. 

It is, therefore, by current decisions that the Commission’s ratemaking activ- 
ities must be judged. I call attention, however, to the fact that most of the 
‘ases criticized are not current ones. Clearly in the competitive field our rate- 
making practices have changed and we do not intend to undertake to justify 
old decisions for application to present-day situations. This is by no means a 
reflection upon an earlier Commission. On the contrary, it shows that in a 
changing world regulation under the present broad provisions of the law is 
flexible enough to adapt itself to changing conditions. 

It is the Commission’s endeavor so to perform its ratemaking functions as to 
protect the public interest in conformity with the policy laid down by the Con- 
gress. In so doing we try to accord to each mode of transportation every advan- 
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tage to which the characteristics of its operation entitle it. We undertake to 
construct rates so as to encourage the flow of traffic via the most economical 
form of transportation. 

The most economical form of transportation is that form which, if rates re- 
flected costs, would tend to be favored by shippers. For the purpose of ascer- 
taining the most economical form of carriage, full costs should be the test. It 
is full costs that must be returned to the carriers if the transportation industry 
is to be kept healthy and vigorous. 

In this way, the public receives the full benefit of any advantages that attend 
the different modes of transportation, and the different modes are treated fairly 
and equally. Advantages need not necessarily be “inherent.” If a carrier or 
mode of carriage by reason of good management is able to operate at a lower 
cost than one less efficiently managed, the former should have the advantage 
flowing from that greater efficiency. 

Since transportation costs are of two kinds, viz, direct and indirect, it is 
often to a carrier’s advantage to haul goods at less than full costs but above 
direct or out-of-pocket costs, rather than to forego the traffic. In order to per- 
mit a reasonable play of competition, carriers whose full costs are higher than 
those of the most economical form should, within reasonable limits, be permitted 
to meet the rates of the low-cost carrier. They should not be permitted to go 
below those of the latter. 

The question may well be raised as to whether the theory just described is 
followed and, if not, why not? It cannot be said that it is followed meticu- 
lously. There are three principal reasons why it is not. 

1. The system of ratemaking obtaining in this country under which car- 
riers freely and voluntarily make and file their own rates, subject to the 
Commission’s investigation and suspension powers, has been described. While 
this system may not be perfect, it is the best yet devised. Operating un- 
der it, the practice of moving traffic via the low-cost carrier is not com- 
pelled, but neither is it prevented. 

2. The great bulk of unregulated traffic adds to the difficulty of channel- 
ing traffic to the most economical form of carriage. The unregulated car- 
riers charge what they will and change their rates without notice. Under 
these circumstances, sound ratemaking is extremely difficult both for the 
regulated carriers and for the Commission. 

3. A major difficulty arises from the fact that the records before us usually 
do not show and, in fact, the participants themselves frequently do not know 
which form of carriage is the most economical. 

In connection with this last reason, it should be pointed out that in investiga- 
tion and suspension proceedings, the statute places the burden of proof upon 
the respondent carrier or carriers to show that the proposed changed rate 
is just and reasonable. That burden, of course, is not sustained if the pro- 
ponent carriers offer no substantial evidence in support of the proposed rates. 
Consequently, such failure of proof requires the Commission to condemn the 
rates in issue. Accordingly, there may be cases where competitive rates filed 
by low-cost carrier are not permitted to go into effect, but they represent 
instances where either the data necessary to a determination of their rea- 
sonableness has not been supplied or the record establishes that the level of 
the rates is unreasonably low. These are matters within the control of the 
carriers and within their power to cure. 

It is because of such failure of proof and perhaps the brevity of some of 
our reports that considerable misunderstanding exists, or seems to exist even 
in responsible quarters, as to the principles that are actually applied in de- 
termining the issues in some of the decisions dealing with competitive rate 
situations. This is particularly true in cases where it has been asserted that 
the Commission has disapprove reduced rates solely on the ground that such 
rates are not needed to meet existing competition. Certainly when a car- 
rier relies solely on a competitive need as justification for a reduced rate, 
and the record does not affirmatively show the existence of any such com- 
petitive need, the Commission has no alternative but to condemn such a rate, 
since the carrier has not met its statutory burden of proof. In such a case, 
the fact that the proposed rate appears to be compensatory does not per se 
satisfy the statute. We do not believe it to be in the public interest that 
rates should gravitate to the lowest possible level in the absence of some 
compelling reason. Scandrett v. United States (32 F. Supp. 995, affirmed 312 
U. S. 661). 
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Of the myriad of proceedings before us, there may be isolated instances where 
our general objectives are not fully attained or where perhaps the reports are not 
written with all the clarity that might be desired. I believe, however, that any 
disability in this regard on the part of any carrier or class of carriers results not 
from inadequate legislation or improper administration, but from the failure 
of the carrier or carriers involved to submit an adequate record which, under 
the law, is the only basis upon which any valid decision of the Commission can 
rest. Fortunately, much progress is being made in this respect but much still 
remains to be done. 

The so-called three “shall nots” would prohibit the Commission, in exercising 
its power to determine and prescribe just and reasonable rates, from consider- 
ing the effect of such rates on the traffic of any other mode of transportation ; 
or the relation of such rates to the rates of any other mode; or whether such 
rates are lower than necessary to meet the competition of any other mode. If 
the proposed three ‘shall nots” were inserted in the rule of ratemaking of section 
15a, the Commission, in effect, would be limited to a single test in determining 
the reasonableness of a rate—whether the rate is compensatory. We take the 
position that this proposal is undesirable and unnecessary. While there are many 
instances where the enactment of the three “shall nots” would not have any 
harmful results, they would in other instances circumscribe the regulatory 
process to a point where it would be rendered largely ineffectual. Perhaps 1 or 
2 examples will illustrate the point. 

With rail carriers making the meager profit to which they testified, it seems 
obvious that they cannot greatly reduce rates advantageously unless by so doing 
they increase their tonnage. But by reason of their large fixed costs, an increase 
in tonnage produces corresponding reductions in costs, per unit, relatively greater 
than in the case of a carrier with lesser fixed costs. Under such circumstances, 
a rail carrier, in instances where its full costs are higher than those of its competi- 
tor, might reduce its rates sufficiently to enable it to capture all of the traffic 
involved, and because of the larger volume, still be able to show that the reduced 
rates were compensatory since they contributed to an overall net improvement of 
the carrier. However, when competitive traffic is hauled at a minimum of profit 
by carriers whose costs are relatively high, the low-cost carrier who at the same 
or lower rates could provide the service at a reasonable profit is deprived of the 
business. By having the high-cost carrier perform the service, the overall charges 
to the public are not reduced as other traffic must bear a disproportionate share 
of the total transportation burden. Thus the public is prevented from receiving 
the benefit of the more economical service. Such a result may well follow under 
the three “shall nots” which would enjoin the Commission from considering the 
effect of the rail rates upon other forms of transportation or their relation 
thereto. 

If the compensatory nature of freight rates were to become, as proposed, 
the sole test as to their lawfulness, the Commission would be powerless to 
correct situations where it is necessary to consider the relationship of rates, 
not only as between competing carriers but also as between competing shippers, 
communities, or geographical regions, to prevent undue discrimination, prejudice, 
or preference which may otherwise result. While there are provisions in the 
act covering discrimination and preference and prejudice, it should be noted that 
those provisons are not self-operating. Exclusive reliance on them would result 
in delay and shift the burden from the carriers to those alleged to be injured. 

In carrier controversies concerning competitive rates in given situations, the 
interests of a particular carrier or carriers do not always coincide with the in- 
terests of all of the shippers served by such carriers. Competition between 
different carriers or different modes of carriage must then be considered to- 
gether with market competition; that is, competition between competing shipper 
interests. Carriers should not be entirely free to pick and choose specific traffic 
us to which they will meet carrier competition without any regard for the fact 
that similar circumstances relating both to carrier and market competition 
exist with respect to the same freight from and to other points where no related 
rate reductions are proposed. (See National Cottonseed Products Assn., Inc., 
v. A. B. & C. R. Co., 297 ICC 471.) If this were permitted in actual practice, 
it would result in undue preference of particular shippers or kinds of traffic, 
in violation of the provisions of the act which guarantee to the shipping public 
equality of treatment, ratewise, when the respective transport services are per- 
forme’ under substantially similar conditions. The Commission is of the firm 
belief that this statutory prohibition against undue preference and prejudice as 
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between shipping interests constitutes one of the most important and necessary 
regulatory provisions in our present transportation law, and that it should not be 
materially impaired either by construction or by new enactments. 

In the interest of a better understanding of this complex problem, perhaps 
there should be described certain other carrier-competitive situations (other 
than those resulting in shipper preference and prejudice) in which the Commis- 
sion may restrain the managerial discretion of carriers by disapproving particu- 
lar rate proposals, and in some instances fixing or approving rate relations dif- 
ferent from those proposed by the carriers, when the record in a particular case 
justifies such action. They are as follows: 

1. When the rates published by a particular carrier or carriers for a given 
transportation service are not reasonably compensatory. 

2. When the application of given rates published by a particular carrier or 
earriers constitutes an unfair or destructive competitive practice. 

3. When the record shows, based on considerations of costs, service character- 
istics, and other material ratemaking elements, that the application of given 
rates published by a carrier or carriers (of the same or different transport 
agencies) would have the practical effect of destroying rather than preserving 
the inherent advantages of their competitors. 

4. When the rates in question would seriously disrupt broad, important inter- 
related rate structures so that the resulting chain reductions would mean a 
substantial loss of revenue by all of the carriers concerned on important tonnage, 
and thus impair, rather than foster, sound economic conditions in transportation, 
and among the several carriers. 

5. Finally, the Commission may restrain managerial discretion when it clearly 
appears that competing carriers in the same or different transport agencies are 
engaged in a destructive rate war. I here mean the kind of destructive rate war 
which, if not checked, would reduce rates to bare out-of-pocket costs or lower. 

When the record in a given case shows that a carrier rate proposal would bring 
about any 1, or more, of the 5 undesirable results previously described, it would 
seem clear that such rate proposal is not just and reasonable within the mean- 
ing of the governing provisions of the statute, construed in light of the present 
congressional policy as declared in the act. Additionally of course, as previously 
illustrated, the rates in question may result also in undue prejudice or prefer- 
ence as between competing shippers, localities, ete. 

It is in situations of this kind that, based upon a full hearing of all the parties 
concerned, the Commission endeavors to reconcile the conflicting interests of the 
competing carriers, and the interests of competing shippers which may or may 
not coincide with the interests of the carriers. In an appropriate case, this may 
be accomplished by prescribing or approving rates or rate relations which, in the 
Commission’s judgment, will conform with the regulatory provisions of the act, 
assuming of course that the record is adequate for that purpose. 

The mere statement of the complexities involved in these situations demon- 
strates, conclusively, I think, that it would be wholly impracticable to devise any 
fixed, general formula for determining whether or not particular freight rates 
are lawful. Because of the very nature of the problems, congressional policy 
should be, as it now is, stated in language broad enough to comprehend the full 
scope, aS well as the many variations, of the problems involved in developing, 
coordinating, and preserving a sound national transportation system adequate 
to meet the practical needs of the Nation’s commerce and otherwise conform to 
the national welfare. For exactly the same reasons, the policy or principles 
applied by the Commission in ratemaking, particularly in competitive situations, 
must be flexible enough to meet the practical needs of individual situations, from 
both carrier and shipper standpoints, so far as such needs do not materially in- 
terfere with or obstruct accomplishment of the congressional general transporta- 
tion policy. 

I do not think it is likely that any competent, impartial person would seriously 
argue that public carriers should be regulated in such manner as to disregard or 
destroy the inherent advantages of any public carrier or of any mode of public 
carriage, assuming that there was agreement as to just what constituted a sub- 
stantial inherent advantage within the meaning of the national policy clause. 
Nor is it likely that anyone would seriously urge that public carriers should 
engage in unfair or destructive practices in their competitive endeavors, assuming 
again that there was no disagreement as to what constitutes unfair or destruc- 
tive practices. I am inclined to think, also, that most informed people will agree 
that we should have a sound national transport system adequate to meet the 
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Nation’s transportation needs, and that those needs can be met only if we have 
economical and efficient service by and among the several regulated modes of 
transportation mentioned in the congressional policy clause. 

The sponsors of the three “shall nots” do not argue that sound inherent advan- 
tages in particular modes of transportation should not be preserved or that unfair 
or destructive competitive practices between carriers should prevail. Instead, 
their arguments seems to be that these sound objectives can best be obtained 
not by statutory controls or restraints, but by leaving the whole matter to the 
managerial discretion of the carriers. 

In other words, the theory seems to be that, if freed entirely from all restric- 
tive regulations, the free play of competitive forces within the zone of reasonable- 
ness will automatically preserve all of the substantial inherent advantages of 
each mode of transportation; and that the management of the carriers, in their 
competitive endeavors, will voluntarily stop short of engaging in practices that 
are unfair or destructive, with sufficient margin on the fair side to protect the 
best interest of all of the carriers, the shippers, and the general public. 

The Commission, however, finds little, if any, support for this proposition 
in transportation history either at any time in the past or as it is being made 
presently in these carrier competitive situations. In the first place, the de- 
termination of just what constitutes an unfair or desructive competitive prac- 
tice frequently presents questions of considerable difficulty which, in the Com- 
mission’s judgment, require the services of an impartial and authoritative 
umpire or referee as a shield against possible vicious economic results. 

There is, for example, the matter of weighing the advantages and disad- 
vantages of one mode of transportation against those of another mode. Any 
informed and impartial analysis will clearly disclose that this is an essential 
element in identifying unfair or destructive competitive practices if any prac- 
tical distinction is to be made as between fairly meeting competition, and, 
on the other hand, eliminating competition contrary to the public welfare, 
especially the Nation’s need for an adequate and well-rounded national transport 
system. 

I believe that if transportation history teaches any one thing it is that 
while competitive forces generally are effective in reducing prices and im- 
proving standards of service, these very same competitive forces in the trans- 
portation field, if unchecked, will result in eliminating competition and in dis- 
rupting reasonable and fair rate relations as between competing shippers, 
geographical areas, and territories. 

It is the view of the Commission that any substantial relaxation of the 
existing controls or checks on freight rates, as now provided in the several 
ratemaking provisions of the act, as those provisions are presently interpreted 
by the Commission, would be a step backward from a sound solution of the 
problems confronting the transportation industry, including the railroads and 
the shipping public. The Commission’s opinion on this, it should be empha- 
sized, is based upon its day-to-day practical and objective experience in analyz- 
ing and evaluating the evidence and arguments of carriers and shippers in 
given situations, with due consideration for the general public interest in 
ratemaking. 

The limited and flexible statutory restraints in the Interstate Commerce Act, 
on the managers of public carriers in the matter of ratemaking, generally have 
constituted a formidable shield against. and a remedy for the correction of 
any unlawful situations resulting from the application of other more objec- 
tionable kinds of restraints. I here refer to the kind of economic restraints 
or trade barriers, as they have been called by the Supreme Court, that, in the 
absence of reasonable controls, could be imposed upon shippers, particular car- 
riers, geographical regions, territories, etc., in the form of unfair and inequitable 
freight rates. 

The possible effect of rates and rate relationships on the public welfare cannot 
be overemphasized, for they are often the key to either economic advancement 
and growth or-to economic retardment and withering of communities, areas, and 
industries. The stake of the Nation in the free flow of commerce and, there- 
fore, in matters affecting transportation is very real and far reaching. It is 
this paramount public interest which distinguishes the transportation industry 
for other commercial enterprises. 

The Commission believes that the present statutory restraints in the act on 
ratemaking, including specifically the limited restraints or checks in competitive 
rate situations, have served a good purpose in the past and that they should not 
now be impaired. 
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Again, let me assure you that the Commission makes no attempt to apportion 
traffic between competing modes of transportation. Our responsibility as we 
see it is to so administer the act as to afford shippers, insofar as possible, a 
choice of transportation services at the lowest rates which are consistent with 
efficient operation. At the same time, we believe that all carriers should have 
an opportunity to render competitive service with a maximum of ratemaking 
freedom but with restraints against rates which would be mutually destructive 
as between the modes of transportation, or within any particular mode, or other- 
wise detrimental to the public interest. 

In short, it is our considered view that rail carrier ratemaking disabilities, 
insofar as the impact of existing statutes is concerned, are much less than some 
of their officials seem to believe and that those disabilities with which they 
find themselves confronted are largely of their own making as a result of their 
failure to present all facts necessary to a determination of the low-cost form of 
earriage. We agree, however, that they are severely handicapped by the imposi- 
tion of the excise tax, the unequal impact of regulation resulting from the en- 
larged agricultural exemptions, the so-called bulk exemptions, and the unregu- 
lated for-hire transportation performed under the guise of private carriage. 

Several other rate matters have been referred to by preceding witnesses. It is 
urged that quantity rates be permitted where justified by savings in cost to the 
railroad. Such rates are now permitted. See, for example, Molasses from New 
Orleans, La., to Peoria and Pekin, Ill. (235 1. C. C. 485) and Ha-River Coal from 
Mount Vernon, Ind., to Chicago (296 1. C. C. 489). 

It is also urged that agreements with shippers for lower rates be permitted 
where justified by savings in cost, in return for guaranteed quantities of tonnage 
or guaranteed proportions of the shipper’s total volume. This is a practice now 
in vogue in Canada and in some other countries. It is a highly controversial 
matter and one on which the Commission has not had occasion to express itself. 
If the rail lines intend to pursue this method of ratemaking, they should submit 
schedules embodying their proposal. 


““BURDENSOME, EXPENSIVE, AND GENERALLY UNJUSTIFIED LEGISLATION” 


We agree with the carriers that they should not be subjected to legislation 
which is unjustifiably burdensome or expensive. The question is: What legis- 
lation falls into this category? The following have been so mentioned in these 
hearings : 

S. 1386, H. R. 5124—the so-called power-brake bills. 

S. 1729, H. R. 6384, H. R. 6385—the so-called track motorcar bills. 

H. R. 182, H. R. 3484, H. R. 4564—the so-called unlighted freight-car bills. 

H. R. 897—the railroad communications systems bill. 

S. 1672, S. 2480, H. R. 7308—bills providing for reductions in hours of 
service. 

S. 1313, H. R. 4353—the retirement and unemployment bills. 

Some of the railroad witnesses have stated that although these bills have 
been proposed in the name of safety, they are nothing more than make-work 
or featherbedding measures. 

Apparently the United States Senate and the Interstate and Foreign Commerce 
Committee of the House disagree with this characterization insofar as the so- 
called power or train-brake bills are concerned. S. 1386 was passed by the 
Senate on August 13, 1957, and H. R. 5124 was reported out favorably by the 
House committee on August 20, 1957. Unless the railroads are of the view 
that their own power-brake rules are unduly burdensome, or unnecessary in 
the interest of safety, we are at a loss to understand this characterization as 
applied to these bills, since as passed by the Senate and reported out by the 
House committee they provide for the initial adoption by the Commission of 
the AAR’s own rules. 

In our legislative committee’s reports of October 22 and November 4, 1957, 
to the chairmen of the House and Senate Interstate and Foreign Commerce 
Committees, respectively, favoring enactment of H. R. 6384 and S. 1729, the 
so-called track motorcar bills, it was pointed out that during the past 10 years 
67 collisions occurred in which track motorcars were involved. As a result 
91 persons died and 201 were injured. Thirty of these accidents have occurred 
since January 1, 1954. It appears to us that the industry’s self-imposed rules 
are either inadequate or are not being properly enforced. The situation which 
these bills seek to correct is a very real one and the proposals should not be 
lightly dismissed as make-work measures. 











ortion 
iS we 
ble, a 
with 
have 
aking 
ictive 
other- 


lities, 
some 
they 
their 
rm of 
1posi- 
ie en- 
regu- 
re, 

It is 
o the 
New 
from 


1itted 
nage 
> now 
-rsial 
tself. 
ibmit 


ation 
legis- 
these 


bills. 


rs of 


have 
work 


nerce 
e SO- 
y the 
y the 
view 
ry in 
yn as 
y the 
m of 


1957, 
nerce 
, the 
years 
esult 
irred 
rules 
yhich 
ot be 


> 
' 
' 
} 
, 


— 





RAILROAD PROBLEMS 121 


The so-called unlighted freight-car bills, H. R. 182, H. R. 3484, and H. R. 
4564, are aimed at reducing the number of accidents caused by motor vehicles 
running into the sides of trains at highway grade crossings at night, particularly 
at unguarded crossings. It should be noted, in this connection, that some of 
the carriers have already placed reflectors or other luminous markings on some 
of their cars. 

In our reports to the chairman of the House Interstate and Foreign Commerce 
Committee on H. R. 182 and H. R. 3484, we expressed the view that provision 
for this type of protection would seem to be well worth the expense involved, 
and that it would be considerably less costly than grade-crossing eliminations 
or the installation of most other protective devices at highway-railroad crossings. 
We also pointed out, however, that we were not unmindful of the limited 
measure of protection that would be afforded by such markings. We have 
made no exhaustive study of this matter, but on the basis of the information 
we now have legislation of this nature appears desirable. 

In our reports to the appropriate congressional committees on 8S. 1672 and 
H. R. 7308, bills which provide for reduction in the hours of service for certain 
railroad employees and for other changes in the Hours of Service Act, we stated 
that in view of the fact that railroad operations and equipment are becoming 
increasingly more technical and complex, it is quite possible that this has re- 
sulted in an additional strain on operating employees with an attendant adverse 
effect on railroad safety. Under these circumstances it seems reasonable that 
a reduction in the number of hours which employees “actually engaged in or con- 
nected with the movement of trains’ may lawfully work would contribute to the 
safety of railroad operations. We see no reason, however, for extending this 
proposal to employees not so engaged. 

In keeping with our theory that the carriers should not be subjected to unduly 
burdensome or expensive legislation, we recommended an amendment to section 
4 of the act relieving the carriers of some of their burdens. This recommen- 
dation was enacted into law during the last session of the Congress. We have 
also recommended to the Congress that the Safety Appliance Acts (45 U. S. C., 
secs. 1-16) be amended so as to authorize the Commission to exempt 4-wheel 
track motorears and 4-wheel push trucks from any or all requirements thereof, 
and that they be further amended to authorize the Commission to prescribe for 
such cars and trucks such other appliances and devices as may be necessary 
in the interest of safety. This recommendation is the subject of pending bills, 
S. 3102 and H. R. 9913. We have also opposed recent proposals to amend 
section 15 (3) of the act which would require prior Commission approval of 
certain rate adjustments. 

In addition, we have opposed the enactment of H. R. 897, or similar legislation, 
at this time, which would authorize the Commission to require the installation 
of certain railroad communication systems, although for some years previous 
we had recommended such action. We changed our position because of the 
marked advances which the railroads have made in this field without govern- 
mental compulsion. 

S. 1313 and H. R. 4353, the railroad retirement and unemployment benefit bills, 
relate to matters over which the Commission exercises no jurisdiction. They 
are of concern to us, however, because of their effect upon the carriers’ revenues. 
Whether such adverse effect is offset by considerations of social policy is a 
matter for the Congress to decide. 


SUGGESTIONS FOR SELF-HELP 


We turn now to the topic “matters on which the railroads may help them- 
selves at present without further action of the Congress or the Interstate Com- 
merce Commission.” 

Our Commission has frequently taken occasion to say that it does not regard 
itself as the manager of the carriers it regulates. It adheres to that view. The 
suggestions for self-help which follow are made with this in mind. 


PUBLIC RELATIONS 


In the early days railroad companies, for reasons which need not be reviewed 
here, acquired much ill will. Though most of the original causes have long since 
been removed, an unfavorable reputation is not easily dispelled. The persistence 
of lingering unfavorable impressions makes it doubly important that present re- 
sentment be held to a minimum. We shall undertake no more here than to 
identify some of the areas in which we believe public relations can be improved. 
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In the passenger field we have, for example, observed dirty equipment and 
aggravating delays in making telephone contacts with ticket offices. We receive 
complaints about unheated equipment and about delayed schedules which the 
public feels should at least be explained. More important, we have experienced 
and observed not only disinterestedness but unjustifiable discourtesies in the 
treatment of the public by railroad employees. Without minimizing the carriers’ 
difficulties in making their passenger business more attractive, we believe that 
there is here an opportunity for the carriers to help themselves. Similar com- 
plaints arise in the freight end of the business. Rail service is normally slower 
than that of competing modes. But when the traffic department makes repre- 
sentations which the operating department does not fulfill, much ill will is 
created. 

MEAL SERVICE 


A close look at the meal service provided by the airlines would, we believe, 
suggest ways to reduce the dining-car deficit. 


LESS-THAN-CARLOAD TRAFFIC 


Railroads now engage in the handling of less-than-carload traffic on their own 
accounts. They also own the Railway Express Agency. Some of them are in- 
terested in freight forwarders. Additionally, they have an interest in the trans- 
portation of parcel post with which they are, of course, competitive. Generally 
speaking, the first two services are not profitable. We believe there is here un- 
necessary and expensive duplication that calls for more consideration than, so 
far as we are informed, has been had. 


COORDINATION OF SERVICES AND FACILITIES 


We believe that great economies can be effected and services improved by 
greater coordination of transport operations. This includes coordination among 
earriers of the same mode as well as coordination between carriers of different 
modes, such as is represented by piggyback and fishyback operations. 

The Commission has no authority to compel carriers to make joint use of fa- 
cilities, to pool traffic, to merge their properties, or otherwise to order manage- 
ment to improve their services and eliminate waste. However, again and again, 
the Commission has pointed out in recent annual reports that excessive plant, 
duplicative facilities, etc., are matters that require correction by railroad man- 
agement. As a matter of fact, since the Commission has responsibility under 
section 15a (2) of finding that railroads are honestly, economically, and ef- 
ficiently managed in considering increases in rate levels, it has urged in its re 
ports in the last three general rate increase cases that management look, in 
part, to improved efficiency for the improvement of their net revenues. 

There are two ways of doing this: First, through technological and mechani- 
cal improvements, such as electronic accounting, communications, microwave, 
use of improved equipment, generally mechanized track maintenance, motorized 
freight handling, automatic signaling, and centralized traflic control. The fore- 
going cost money, although investment in such improvements produces a high 
return. The second method of producing efficiency and economy is through the 
elimination of waste. This takes many forms: Elimination of duplicating fa- 
cilities, multiple yards and terminals causing expensive interchange operations 
and excessive loss and damage claims, internal reorganizations, consolidations, 
pooling of traffic, standardizing equipment, etc. Items of this kind have not 
been fully exploited. They are highly productive in promoting more net on the 
same gross revenues, yet the advantages of aggressive efforts in this direction 
have not been fully utilized. 

It will not be disputed that there are instances of paralleling trackage or 
duplication of other facilities not needed in the public interest. The desire of 
each line to preserve the independence which goes with full control of all its 
facilities is understandable. We believe, however, that the economies that 
would in many instances follow an arrangement for joint use call for greater 
initiative by them. The feasibility of improving efficiency and economy in op- 
eration in particular situations by the pooling or division of traffic, service or 
earnings where such cooperative efforts can be justified within the meaning of 
section 5 (1) should also be explored. 
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RATEMAKING 


The efforts of the railroads to simplify their tariffs have borne some fruit but 
not enough, and should be intensified. For example, the continuance of dual 
classifications and class-rate systems is undesirable. 

There should be more progress in the establishment of joint rates between rail 
lines and motor carriers, as well as water carriers. 

In proceedings involving competitive ratemaking where the railroads claim 
inherent advantages, they should present more persuasive evidence, particularly 
in respect of costs, than they have done in many cases in the past. They should 
also move with greater speed to revise their rate structures so that they will be 
based to a greater degree on cost studies. 

The railroads should thoroughly explore the feasibility of publishing more 
yolume rates, i. e., in multiple carlots, or even trainload quantities, when it can 
be shown that such rates are not unlawful. 


EQUIPMENT AND MAINTENANCE 


It may also be observed that rail carriers traditionally have followed the prac- 
tice of accelerating or diminishing orders for equipment with the rise and fall 
of business. Considering the necessary interval between the time the order is 
placed and the time of delivery, substantial increases in business are invariably 
accompanied by an equipment shortage. By reason also of these peaks and val- 
leys in orders placed with manufacturers, the cost of cars exceeds what it would 
be if purchases were made more uniformly. To like effect, we believe also that 
costs could be reduced, and at no attending disadvantage, by greater standardi- 
zation of car design. 

A somewhat similar situation exists with respect to maintenance and im- 
provement work. When business is poor, these things are held to a minimum. 
When it improves they are stepped up. Again, because of the necessary time 
interval, the work is not done when the demand arises. An instance is recalled 
by way of example when railroads coincident with a steel strike laid off a large 
number of track maintenance men. Certainly it will not be disputed that track 
work can be done much more economically when there are only a few trains 
running than when the work is interfered with by heavy movement. 

The foregoing is merely by way of suggestions. It is not intended to be ex- 
haustive. 

SUMMARY 


To summarize, the position of the Commission with respect to views expressed 
by previous witnesses is as follows: 

1. We strongly urge repeal of the transportation excise taxes. 

2. We urge legislation that will confine the ever-expanding agricultural exemp- 
tions so as to bring them within more reasonable bounds. 

3. We shall continue to prosecute in the courts illegal operations carried on 
under the guise of private carriage and have already made a recommendation to 
Congress that the law be clarified. 

4. We advocate the principle that this country’s several forms of transporta- 
tion should be treated equitably and that no one form should be preferred by 
subsidy or otherwise to the detriment of others. 

5. We believe that alleged uneconomic labor practices whether on the part of 
management or labor should be explored. 

6. As a general proposition, we believe that the passenger train service should 
be self-supporting; that urban and interurban commuting services which need 
subsidization should be subsidized by the communities served and not by ship- 
pers throughout the country. 

7. The Commission does not see any need at this time for any change in 
its powers or duties with respect to determining fair and reasonable rates for 
the transportation of mail by railroads. Consistent with our general view, 
however, all forms of transportation should be treated equitably. 

8. We believe that where consolidations of railroads would produce sub- 
stantial economies without sacrificing service to shippers or otherwise affecting 
the public interest adversely they should be encouraged. The railroads should 
initiate action for practical proposals of this kind. We see no need for any 
change in the existing laws. 

9 We subscribe to the objectives of the pending H. R. 8881 regarding 
depreciation for railroads and recommend its adoption. 
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10. We believe that some Government assistance in the financing of equip- 
ment is imperative as a temporary measure, and we recommend that it be 
accomplished through the guaranty of loans or a direct-loan-type plan. 

11. The carriers under the present laws have full freedom to initiate just, 
reasonable, and nondiscriminatory rates. A very small number of rates pro- 
posed by them are suspended or ordered canceled and then only when required 
for the protection of the public interest. We see no need for change in the 
present laws in this respect. 

12. We are opposed to the enactment of any burdensome, expensive, and 
unjustified legislation, but do not believe that 8S. 1386 (the power-brake bill) 
falls in this category. 

In closing I do not think it necessary to point to the danger of oversimpli- 
fying a very complex situation. The plight of the railroads calls for a con- 
structive effort on the part of all. Congress must provide equitable laws, and 
the Commission must administer them impartially. State commissions must 
recognize their obligations to the Nation as well as to their own communities. 
Labor must perform 8 hours’ work for 8 hours’ pay. Management must 
attract new traffic through new ideas and better and more economical service, 
and it must sell the American people on their one and only product— 
transportation. 

APPENDIX I 
MARCH 7, 1958. 
Subject: Repeal of excise taxes on the transportation of persons and property. 
Hon. WILBUR D. MILLs, 
Chairman, Ways and Means Committee, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN MILLs: It is the studied view of this Commission that the 
excise taxes on transportation are highly inimical to the best interests of this 
country. Beginning with our annual report for 1948, and in each succeeding one, 
we have called the attention of the Congress to the discriminatory effect of 
these taxes. The purpose of this statement is to provide your committee, which 
is now considering these matters, with an analysis of the impact of these taxes 
on our country’s transportation system. In the opinion of this Commission, 
remedial action at this time is imperative. 

Inasmuch as the 8 percent excise tax does not apply to the transportation of 
property by private carrier, it imposes a severe competitive handicap on for- 
hire carriers. It also serves as an artificial inducement for shippers to switch to 
private carriage and encourages transportation practices which circumvent the 
regulatory objectives of the Interstate Commerce Act. In addition, it discrimi- 
nates unfairly against shippers located at greater distances from a common 
market. The 10 percent passenger tax tends to discourage travel by common 
carrier and thereby to aggravate passenger deficits and the need for increased 
freight rates to offset such losses. 

Essentially, it is the responsibility of the Commission to administer and en- 
force the Interstate Commerce Act in a manner consistent with the national 
transportation policy. That policy, in part, is to promote “sound economic con- 
ditions in transportation” in order to preserve a national transportation system 
adequate to meet the needs of the commerce of the United States, of the postal 
service and of the national defense. When it can be demonstrated that the tax 
policy of the United States is inconsistent with the national transportation 
policy, in fact injurious to it, we believe it to be our duty to recommend to the 
Congress an appropriate resolution of that conflict. Mindful of the revenue 
considerations which have led the Congress to retain these taxes, it is our view 
that their repeal is necessary to remove an unwarranted and unjust discrim- 
ination against for-hire carriers. It is our considered opinion that the country’s 
interest in and need for an adequate transportation system should be balanced 
against the resulting revenue loss, if indeed there will be any such loss. We 
shall hereinafter discuss the improbability of any substantial revenue loss as a 
result of the repeal of these taxes. 

The 3 percent excise tax on the amounts paid for transporting property for 
hire has been in effect since December 1, 1942. The tax was imposed in part 
as a revenue measure but primarily, we believe to discourage nonessential 
shipping during the war when transportation facilities were at a premium. 
Significantly, a like 3 percent tax was adopted in 1917 during World War I. 
That tax, however, was repealed in 1921, 3 years after the end of that war. 
Revenue received from the present tax has risen from $215,488,000 in fiscal year 
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1944 to $450,600,000 in the year ending June 30, 1956. Those who have urged 
retention of the tax have done so solely on revenue grounds, not on the ground 
that the tax is fair or nondiscriminatory. 

While the tax is nominally at a rate of 3 percent, as applied its effect is much 
greater because each separate shipment involved in the processing of a com- 
modity is subject to it. For example, the tax would apply on the shipment of 
raw materials to a plant, and again on the shipment of the finished products. 
Any intermediate or subsequent shipment of the property would also be subject 
to the tax. Because freight rates are generally higher on finished products than 
on raw materials, the 3 percent tax pyramids in the sense that the amount 
actually paid increases at each stage of production and distribution. To the 
extent that the tax is passed on to the ultimate consumer as part of the production 
cost, the cost of living of consumers is proportionately increased. To the extent 
that a shipper attempts to absorb the cost, a substantial inducement is held out 
to him to transport his products himself in order to avoid the tax. It will readily 
be seen that carriers subject to the tax are placed in a severe competitive handi- 
cap With private carriers not subject to the tax. 

The discriminatory effect of the tax on the highly competitive transportation 
industry where margins of profit are exceedingly low cannot be overemphasized. 
However, in addition to this prejudicial effect upon public carriers the tax re- 
sults in an unfair discrimination against the distant shipper. While distances 
in and of themselves give a competitive advantage to the shipper closer to a 
market, the superimposition of a 3 percent transportation tax may well have 
the effect of foreclosing a market area to the shipper already faced with greater 
freight charges. For example, on a carload of apples from Seattle, Wash., to 
New York City, weighing 35,000 pounds, the tax is $23.21, whereas from Win- 
chester, Va., to New York the tax on a like shipment of the same weight is $7.88. 
Other comparative figures are set forth in the appendix attached hereto. 

The primary concern of the Commission, however, arises from the fact that 
the tax is one of the major factors in an ever-increasing diversion of freight 
from public to private carriage. Yet it is on our public carriers that this Nation 
must primarily depend for essential transportation services. Ordinarily, speed, 
cost, and suitability will determine whether a shipper moves his commodities by 
rail, motor, or water. As long as the inherent advantage of each is the criterion 
which governs the selection, there is no inconsistency with the national trans- 
portation policy. However, when the choice between transporting property by 
any form of for-hire carrier must be balanced against a 3 percent cost induce- 
ment held out to a shipper to move his own goods, clearly the tax policy is at 
odds with the national transportation policy. 

Information available to us indicates that the 3-percent cost differential may 
often be the decisive factor in causing shippers to switch to privately owned 
trucks. In the absence of service considerations, or meaningful economy of opera- 
tion in which a 3-percent saving is a substantial amount, there would be little 
incentive for commercial and industrial firms to switch to private carriage. In 
this connection, it is observed that the present average operating ratio (cost 
against revenue) of motor carriers subject to our jurisdiction is in excess of 
96 percent. 

The tax results in a further unjust discrimination. The volume producer or 
large shipper is in a position to underwrite the initial cost of securing his own 
vehicles, particularly when he is assured of a 5-percent cost saving. On the 
other hand, most small shippers cannot afford to own their own trucks and must, 
therefore, ship by public carriers. The net effect is that the small shipper, who 
has no election, must either absorb the 3-percent tax or not compete in the com- 
mon market with the large shipper who operates his own vehicles. The small- 
business man labors under enough natural handicaps without being required to 
continue under this inequitable disadvantage. Needless to say, the well-being of 
the economy is dependent upon the well-being of shippers, large and small. 

Perhaps the most serious outgrowth of the trend toward private carriage has 
been the development of pseudoprivate carriage. We refer to instances where 
the operator actually engages in for-hire transportation under the guise of private 
carriage. These operations take many forms. One of the most common is that 
in order to avoid the cost of an empty backhaul, an operator goes through motions 
of purchasing commodities, ostensibly for himself, but actually for resale at 
cost plus a nominal transportation charge and, of course, without payment of the 
3-percent tax. For example, a company with its own fleet of trucks makes a 
delivery of its own products from New York or Chicago to the west coast. Much 
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of the economy of such an operation would be lost if the truck must return 
empty. The shipper purchases a truckload of canned goods or some other staple 
commodity, transports it to his home city, and then immediately resells it to a 
waiting purchaser. In the aggregate, the diversion of freight through this prae- 
tice has reached disturbing proportions. While the 3-percent tax can hardly be 
held primarily responsible for these activities, the incentive it provides to ship- 
pers to truck for themselves and the tax avoidance involved are wholly relevant 
factors. 

Finally, the cost to the carrier in collecting the 3 percent tax is not incon- 
sequential. For example, a witness for the Air Transport Association told 
your committee in 1953 that it cost the airlines an estimated $12 million to col- 
lect just the 10 percent tax on passenger fares during the period 1946 to 1952, 
Even a conservative equating of this figure to the cost of collecting the 3 percent 
property tax by railroads and motor carriers would produce a figure running 
into the millions of dollars annually. 

As pointed out above, revenue considerations have been largely responsible for 
the retention of this tax. Thus it becomes important to determine whether and 
to what extent the revenue of the United States might suffer if these taxes 
were repealed. 

The Government received over $450 million from the 3 percent excise tax 
during the year ending June 30, 1956. However, most persons who pay the 
tax may deduct it as a business expense in computing their income tax. In 
addition, carriers who collect the tax may deduct the costs incurred. It is 
plain that when these matters are taken into consideration, the net revenue re- 
ceived is substantially less than the gross figure cited above. We have also 
pointed out that the transportation tax is a major inducement to shippers to 
transport their own property and that the diversion of traffic from public ecar- 
riers subject to the tax is continually increasing. Thus, quite apart from its 
other inequities, the tax is self-defeating in that it tends to destroy its own 
base. Intercity or long haul operations by private carriers are by and large 
uneconomical, particularly in those instances where the vehicle returns empty. 
It has been estimated that repeal of the tax would result in a substantial diver- 
sion of traffic back to for-hire carriers, resulting in profitable transportation upon 
which the Government would receive additional income tax. In total, it is our 
opinion that increased revenues from income taxes would offset to a very large 
extent, if not entirely, the loss of income which would result from repeal of this 
excise tax. 

Last November, Congressman Wright Patman, chairman of the House Select 
Committee on Small Business, recognized the present discriminatory situation 
and suggested that if the tax is not removed, then it should be applied “across 
the board,” that is, on private carriers as well as on for-hire carriers "he 
difficulty with this approach is that it fails to take into account the substantial 
practical problem of applying such a tax to private carriers since they main- 
tain no tariffs and many of them do not even segregate their transportation 
costs. In these circumstances, without subjecting private carriers to substantial 
regulation, it would be difficult. if not impossible, to determine a cost figure 
upon which the tax could be assessed, assuming such a course were otherwise 
deemed desirable. 

With respect to the 10-percent excise tax on passenger travel, it is not disputed 
that this tax was designed primarily to discourage unnecessary wartime travel, 
and only secondarily as a revenue measure, although it produced approximately 
$250 million in revenue in the year ending June 30, 1956. But one of the major 
problems facing the railroads is the continued deficit from passenger operations. 
This deficit is reflected, in part, in increasing freight rates to a point sufficiently 
high to offset the passenger losses, which, in fiscal 1956, amounted to almost $700 
million on a fully distributed basis. To the extent that passenger travel is 
deterred by this tax and deficit operations perpetuated, higher freight rates 
become an almost certainty. Moreover, it seems grossly unfair to impose a 
tax which has the effect of penalizing those people who must travel long dis- 
tances. The tax on a first-class plane or rail ticket from Los Angeles to Wash- 
ington, for example, is almost $16, whereas from Pittsburgh the tax by plane 
is $1.47, and by rail with roomette $2.28. Why one who must cross the continent 
to come to the seat of his government should be required to pay many times 
the tax of one living close by is not understandable. The privilege of doing 
business with one’s Government should not be taxed according to the Locale of 
one’s residence. In these circumstances, continuation of the 10-percent pas- 
senger tax seems clearly contrary to the public interest. 
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At the time this tax was imposed, those who had to travel had little alternative 
put to use common carriers. Passenger traffic was in excess of capacity, not- 
withstanding the deterrent effect of the tax. It was consistent with the 
interests of national defense. These considerations, however, are no longer 
pertinent. With a return to travel by automobile, the need today is to encourage, 
not discourage, travel by rail and motor carrier if only to alleviate congestion 
on the Nation’s highways. Except for rush-hour peaks, most common carriers 
are operating well below capacity, so that increased travel would not involve 
a proportionate increase in operating costs. Although the defense interest is 
no longer served by a present-day deterrent on travel, the need continues to 
preserve an adequate passenger service by common carrier to meet the con- 
tingencies of any new emergency. 

In urging the repeal of these taxes, it should again be stressed that we are 
not unmindful of the revenue requirements of the Government. We believe, 
however, that the loss of revenue resulting from the repeal of these taxes would, 
as indicated, be offset to a considerable extent by additional receipts from other 
sources. Moreover, we are convinced that any possible loss of revenue would 
be more than offset by the public interest in strengthening and preserving a 
transportation system capable of meeting adequately the country’s need for serv- 
ice, both in peacetime and during emergencies, in conformity with the national 
transportation policy as declared by the Congress. 

We, therefore, urge that your committee give favorable consideration to the 
bills now pending before it which would repeal these taxes. 

Sincerely yours, 
Howarp FrREAS, Chairman. 


APPENDIX TO APPENDIX I 


Differences in excise taxes on like shipments 


| 
Rate per | Minimum | Tax at 3 





Commodity From To 100 pounds weight, percent 
| pounds | 
i Saibamibaats 

Apples, fresh Seattle, Wash New York, N. Y $2. 21 35, 000 $23. 21 
Winchester, Va .do . .75 35, 000 7. 88 
Canned goods .| Seattle, Wash . do 1. 93 60, 000 | 34. 74 
Seaford, Del _do 27 60, 000 4. 86 
Refrigerators Louisville, Ky 2 Pacific coast 3. 83 18, 000 | 20. 68 
do St. Louis, Mo 1. 23 18, 000 6. 64 
Potatoes Lewiston, Idaho Boston, Mass 1. 95 36, 000 21. 06 
Aroostook, Maine do . 60 36, 000 | 6. 48 

| 


APPENDIX II. SunsEcTS UPON Wuoicu Srupires SHoutp Be MADE AND TESTIMONY 
AND EVIDENCE PRESENTED IN DocKetr No. 31954, RAILROAD PASSENGER TRAIN 
Dericr1 


1. Historical development of the Commission's present rules governing sepa- 
ration of operating expenses between freight- and passenger-train service; inves- 
tigation of direct charges and allocation of common expenses required by such 
rules; whether, and in what manner and extent, such rules should be changed. 

2. A cost study to determine what part of the passenger deficit is attributable 
to the various kinds of passenger-train service, viz., parlor-car, dining-car, and 
sleeping-car operation, coach, commutation, headend service, such as mail, 
express, etc. (To be furnished by carriers.) The extent of the cost studies will 
be determined later. 

3. A survey of the number of trains operated and the number of passengers 
carried on each train during a representative period. (To be furnished by 
carriers. ) 

4. A review of the present and past rate structures to determine what has 
been the effect on gross passenger-train revenue of any changed rate levels— 
either increased or decreased. 

5. Determination of the factors which affect the rate structures of airlines 
and buslines which are advantageous to these carriers as contrasted with the 
rail passenger rate structure. 

6. An overall determination of the factors, other than rate levels, which tend 
to make passenger-train operations profitable or unprofitable, in relation to 
motorbus and air-passenger operations. 
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7. The effect of suburban development and the private automobile on the 
passenger deficit. 

8. Studies of the political and economic forces exerted upon the railroads to 
maintain commutation service and of the corresponding obligation of the publie 
with respect to such service. 

9. Study of the extent, amount, and effect of Federal, State, and local taxation 
on passenger-train service, equipment, and facilities, including excise taxes, 

10. Cost of constructing, Maintaining, and operating railroad passenger ter- 
minal facilities and the influence thereof on the passenger-train service deficit, 

11. The extent and competitive effect of : 

(a) Direct and indirect Federal, State, and local aid. 
(b) Government policies with respect to passenger and headend traffic, 

12. Analysis of the experience of the carriers in discontinuing trains and in 
the abandonment of lines, stations, and agencies. 

13. Railroad passenger-train service and facilities in relation to the needs 
and requirements of the commerce of the United States, the postal service, and 
the national defense. 

14. A study of equipment depreciation schedules in relation to obsolescence 


and modernization of passenger-train equipment. 

15. Studies of what railroad management has done and plans to do in the way 
of improvement of equipment and service and the effect thereof on volume of 
passenger traffic. 

The Cuarrman. Do you agree, Mr. Chairman, with the statement 
in the same committee report that: 

The Interstate Commerce Commission has not been consistent in the past 
in allowing one or the other of the several modes of transportation to assert 
their inherent advantages in the making of rates. 

Mr. Freas. I would be hesitant to say flatly that I disagreed with 
it, in the multitudinous number of orders that come before the Com- 
mission. I think the Commission is composed of human beings, and 

certain errors do creep in. In some cases the facts have not been 
presented. To say that we have been consistent in each and every 
case, I think, would be too sweeping a statement. 

I do think, though, that we have been consistent in our purposes and 
objectives, and I think by and large our decisions will support that, 

The CHatrmMan. In view of the fact that you have been consistent 
in the purposes and objectives—and certainly [ want you to under- 
stand perfectly well that these questions do not in any way question 
your good intentions; that is, the intentions of the Commission. 

Mr. Freas. We appreciate ‘that. 

The Cuamman. But it is only with reference to trying to draw out 
the facts, because we have great contentions being m: ade here that we 
think are as far apart as the poles. That is not too far apart, now; 
we went to both of them in 10 days. Nevertheless, there are great 
differences and opinions about it. I am not too sure that there are 
wide differences insofar as the actual result is concerned. What we 
are trying to do is to narrow these differences if that is the actual 
fact. And I see no reason w hy the great transportation system under 
a well-defined transportation police; y, should have such keen differences 
of opinion on competitive practices by the various modes. 

I believe that each side of this thing ought to review its own posi- 
tion. I think the Commission might very well do it, in an effort to 
help resolve this thing as it should be, because it is the public that is 
affected. You get the idea sometimes that the Commission and these 

various modes of transportation exist for themselves and for their own 
benefit. But it is the public that is involved here. And when we 
continue to have such practices that are drawing them further and 
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further apart, there can be only one result, and that is injury to the 
public. : 

Mr. Freas. I would like to say, Mr. Chairman, that the Commis- 
sion recognizes and fully believes that its first responsibility is to 
operate in the public interest, and that the interests of the carriers 
must be secondary to the overall public interest. I have stated, and I 
think it is an explanation of some of the differences, that under the 
statute, and I think under any workable arrangement, of necessity 
it is up to the carriers to furnish the information when a carrier has 
entered into one of these proceedings. In a lot of cases, while we have 
desired to encourage the movement of traffic via the most economical 
forms in order that the public would get the benefits of low-cost 
transportation, nevertheless when we did not have that information 
we were handicapped. 

I have also added that much progress has been made in that re- 
gard. There is still a lot to be done. 

The CuatrMan. I appreciate that, and I am glad to have that re- 
port. I know the committee is. Let us see what is happening to these 
on which you have had information. 

Do you agree with the contention that has been made that the Com- 
mission actually followed the purposes and intents of the law in its 
decisions up till 1950, and the decisions of the Commission actually 
reflected the purposes and intent of the Congress, but since 1950 there 
has been a trend in a different direction which has not actually been 
consistent with the purposes of the act? 

Mr. Freas. No, I do not. 

The CuarrmMan. You do not agree with that? 

Mr. Freas. No, sir. 

The Cuarrman. Are you familiar with the Automobile case of 1945 ? 

Mr. Freas. Ina general way. 

The Cuatrman. Do you know whether or not that decision of the 
Commission actually expressed what the position of the Commission 
was and what its construction of the act and intention of the Congress 
was ¢ 

Mr. Freas. Broadly speaking, I believe it did. There were a few 
dissents on minor phases of it, but I would say that broadly speaking, 
that reflected the Commission’s view. 

The Cuarrman. Is it not true that the Commission said in that case: 

As Congress enacted separately stated rules for each transport agency, it 
obviously intended that the rates of each such agency should be determined by 
us in each case according to the facts and circumstances attending the movement 
of the traffic for that agency. 

Mr. Freas. That is right. 

The Caiman. Is that the position of the Commission today ? 

Mr. Freas. Well, if I followed the language correctly there, in that 
case it said— 
shall consider the movement of the traffic by that ageney— 
and stopped there. In the suggested bill it says— 
to consider the facts and circumstances surrounding the movement of the traffic 
by the rail carriers and not by any other mode. 

The Cuarrman. I am not talking at this moment about the sug- 
7 bill. I am asking if this is the position of the Commission 
today. 
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Mr. Freas. I want to make sure I correctly follow you. 

The Cuarrman. I am reading the Commission’s own words. I will 
reread it if you like. 

Mr. Freas. Will you, please ? 

The CuarrMan (re: iding) : 

As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be deter- 
mined by us in each case according to the facts and circumstances attending 
the movement of the traffic by that agency. 

Mr. Freas. My answer is “yes.” 

The CHatrrman. That is the position today ¢ 

Mr. Freas. Yes. 

The Cuatrman. Do you believe as a matter of policy that if one 

carrier can provide a service to the public at a rate that is fully com- 
pensatory and not discriminatory, the public should have the ‘benefit 
of that rate, even though it is lower than some other carrier could 
provide? 

Mr. Freas. Yes. 

The Cuatrman. You believe in that as a policy, and you believe 
that that is what the transportation polic y means? 

Mr. Freas. I am not trying to hedge in my answer, but I think, so 
that there is no misunderstanding, I would have to say that under the 
rule of ratemaking it says that the Commission shall consider, among 
other things, the movement of the traffic. 

There have always been, among the ratemaking considerations, con- 
siderations of value of a service. In other words, watches or diamonds 
or something like that have been carrying higher rates than steel bars. 
To that extent, there might be some slight qualific ation to the question 
that you put. But I take it that you are talking now about a compe- 
itive situation and not about the normal value factors. 

The Cratrman. I am talking about the general ratemaking that is 
competitive, yes. 

Mr. Freas. I do not think that the carrier in the instance which 
you have cited should have its rates held up for the purpose of pro- 
tec ting or holding an umbrella over another carrier. 

Mr. Sprrncer. Mr. Chairman, in view of that answer, may I ask 
this. 

Is that what has always substantively been the position of the Inter- 
state Commerce Commission ? 

Mr. Freas. Again, with the qualification that there might be some 
decisions that did not fully follow it—we sometimes even reverse 
some of our decisions, once in a while—I would say yes, that that 
has been the purpose of the Commission, not to hold an umbrella over 
another form of transportation. 

Now, there are a number of decisions outstanding that have in 
them language which gives the reader some reason to believe that 
the Commisison thought at one time it was its function to apportion 
traffic among carriers. I think some of the language is a little bit 
unfortunate, and I would not want to make a c: wtegor ical answer as to 
all of those, but I say that it certainly is not, in my experience, the 
policy of the Commission to try to hold an umbrella over any form 
of transportation. 
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The CuarrMan. While I am sure you cannot remember all of these 
decisions, let me refer to one: Magazines from Darby and Philadel- 
phia, Pa., to Texas, I. S. 5. Docket 6141, 229 I. C. C., 493, decided 
May 25,1954. At page 495, it was pointed out that: 

At the proposed rate, a minimum carload would yield $600. It thus appears 
that the proposed rate would be compensatory. 

At page 496, division III of your Commission states : 

The record is convincing that the proposed rail rates are lower than necessary 
to lead presently in effective competition over the water, water-rail, and water- 
truck routes, and that the proposed rate would result in needless sacrifice to car- 
rier revenue and unfair and destructive competitive practices in contravention 
of the national transportation policy. 

Can you explain that ¢ 

Mr. Freas. I can give what I think is probably the explanation, but 
without a review of the decision and the record, I cannot be sure. I 
would take it that that was a situation in which the moving carrier 
reduced the rate and was challenged, and in its challenge advanced 
only one reason for reducing it, and that was because of the necessity 
to meet competition. 

If that was the only issue raised, and if they failed in their proof 
in sustaining it, then the Commission, as a matter of law, would have 
to find that the rate had not been justified. 

I take it that in that case it did not say that the rate was unreason- 
able ; it was simply not justified on the record. 

The Carman. We have two points here, on which I am trying to 
seek information. 

No. 1, the Commission held that the rate—and I do not know any- 
thing about the case at all; I do not even know who the shipper was 
or whether it was rail or truck. Nevertheless, the point is, the Com- 
mission held that that rate was compensatory. 

Now, you have just said that it is a matter of policy that when a 
rate is compensatory and service could be provided, the public should 
have the benefit of it. 

They further say that: 

The record is convincing that the proposed rail rates are lower than necessary 
to meet the presently ineffective competition. 

Is the decision of the Commission consistent with what you have 
just stated was the position and policy of the Commission ? 

Mr. Freas. I would like to analyze it in order that I may be sure my 
assumptions are correct. 

I take it nh in answer to your previous question about the compen- 

satory rate, I did qualify it by talking about value of service con- 
sider: ations and the value of the traffic. Printed material or m: iwazines 
are generally considered a fairly high-grade article. 

My point is that if the adjustment had been made in the ordinary 
course of business, I am quite certain that the Commission would not 
have dispproved of it if it was justified from a cost standpoint. How- 
ever, if it was justified solely on the ground that. it was necessary to 
meet competition, the Commission cannot go beyond the contentions 
of the parties, and if they do not support their contentions, then it 
falls for want of proof. 

do not think that we can judge the Commission's policy in a com- 
petitive situation if it turns on a lack of proof. 
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The Cuarrman. That still does not satisfy me on the basis of the 
question. I do not have the information as to what the details of the 
sase were, but I do have the information as to what the decision was, 
The decision was based on, No. 1, that it is compensatory ; and, No. 2, 
that because it was lower than necessary to meet presently ineffective 
competition, it was canceled and the public did not have the benefit of 
it. 

I am quite concerned over this whole matter, Mr. Chairman, because 
you advised me a year ago of the number of increases in freight rates 
to the general public. At that time, I think it had gone up by 88 per- 
cent since the war. What I am concerned with is, are we consistent in 

ratemaking here, on permitting the various carriers to do the job that 
they can do effic iently and at a cost that they can justify and the pub- 
lic get the maximum benefit of it, or are we in certain areas having 
this keen competition of certain traffic, making the public pay and 
pay very high for the rest of it ? 

I cannot wonder but that some of the carriers are losing a certain 
percentage of their haul, with that kind of practice. 

Mr. Freas. I am fully satisfied that the Commission is consistent 
in its purpose to those ends. I should be most happy to make an 
analysis of any particular decisions, but I do not have that decision 
sufficiently in mind to comment on it. 

The CHairMAn. You said magazines were a rather special com- 
modity. Let us see about tinplate. And this was a year later. 

From Fairfield, Ala., to New Orleans, La.; INS Docket 6187, 294 
ICC 397. That was decision in 1955. Division II found: 


The evidence indicates that at least over the more direct routes the proposed 
rates would be reasonably compensatory. 


At page 403 and 404 the Division said: 


It is thus clear that a further reduction is needed to enable the respondents 
to regain a fair share of this traffic. 


Reading further: 


The evidence is convincing, however, that the proposed rate of 36 cents would 
be lower than necessary to afford the carriers concerned a fair opportunity 
to compete for this traffic, and that the rate of 40 cents, minimum 80,000 pounds, 
would be just and reasonable, and would be competitively fair to all carriers 
competing for the traffic. 

The point I raise, which I want answered for my own satisfaction, 
is, are you deciding these cases on what is necessary to make it com- 
petitively re reasonable and just, or are you deciding them on the basis 
of cost ? 

I read the statement that you made to the Senate committee. In 
that statement you reflected that the Commission was not makin 
different decision, that there was a trend in a different way, rather 
interesting policy decision, as I recall. In your statement I think 
it was presented in full, in the ICC report. In that you referred to 
the fact that the Commission was approaching these problems on 
the basis of present-day understandings and considerations, I be 
lieve that is true, is it not? 

Mr. Freas. That is right. 

The CHarrman. And you state there that the old decisions of the 
past should not be taken into consideration with reference to the Com- 
mission’s action today. 
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Is that a fair appraisal of what you said? 

Mr. Freas. In effect, yes. 

The CuHatrman. And in that you said the Commission is now mak- 
ing these decisions on the basis of cost because the competition was 
keen. Is that true? 

Mr. Freas. It is largely by reason of the competition, not only as 
between for-hire carriers, but the competition with private carriers as 
well, that gives a greater emphasis to the cost phase of it. 

The CuarrMan. In analyzing the proposed amendment, it reads: 

In a proceedings involving competition with other modes of transportation, 

the Commission, in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move- 
ment of the traffic by railroad. 
If you stop off at “traffic,” that is the identical language that I read 
you a moment ago in the New Automobile case, in which the Commis- 
sion itself interpreted the law in 1945, and the Supreme Court in 1957, 
in a matter of an application before the Commission, referred to, and 
restated what the law is, if you recall. 

If the language were to stop right there, you approve, do you not? 

Mr. Freas. Yes. 

The CuarrMan. But when it added the words “by railroad” and not 
by such other mode, that is when it goes beyond what you feel the 
stated law should be. 

Mr. Freas. That is right. 

The Cuatrman. If it were stopped right there at the period, “move- 
ment of the traffic,” period, would you support it ¢ 

Mr. Freas. Yes, I believe so—speaking now only for myself. I 
cannot speak for the Commission without referring it to them. 

The Cuairman. Would you dare to speculate a little with me? 
Would it help to resolve some of this keen competitive feeling between 
these necessary modes of transportation ? 

Mr. Freas. I am not sure that we exactly have a meeting of the 
minds. If it stopped with the “movement of the traffic,” that, of 
course, would take in the traffic by whatever carrier was involved. If 
it was a movement of traffic by railroad, the question would then arise 
as to whether or not, by inference, the Commission was precluded from 
considering the movement of traffic via any other form. Coupled with 
the provision in section 15 (a) (2) of the so-called rule of ratemaking 
that the Commission may consider, among other things, the effect of 
the movement of the traffic upon the carrier performing the service, 
I think there would be a strong basis for contending that the effect of 
the movement of the traffic on other forms could still be considered. 
Nevertheless, it would be open to some controversy, and I think that 
the legislation, if new legislation were to be enacted, should try to 
avoid those controversies as much as it could. 

The CuHatrman. I am very much interested in the trend as you have 
explained, and the attitude of the Commission regarding these trends, 
if the allegation that up to 1950 there was certain consistency in these 
decisions and then suddenly in 1950, a change in another direction 
to a certain period, and then now we reach another stage in which 
a trend starts in another direction—f that allegation is true. 

Mr. Freas. Mr. Chairman, may I say something about my previous 
testimony to which you referred ? 
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The Cuarman. Yes, you may say anything you want to. 

Mr. Freas. That previous testimony relates to my explanation of 
the fact that conditions generally had changed, and that the Commis- 
sion took into consideration those ch: anged conditions. As the sub- 
committee well appreciated, the Congress has laid out the policy and 
the guideposts in broad terms. The word “reasonable” and its coun- 
terpart “unreasonable,” I believe, are used some 100 times throughout 
the act, but the Congress did not undertake, for reasons which I 
think are clearly apparent, to spell out precisely when a rate is or is 
not. reasonable. It just laid down the broad guidepost. It coupled 
it with a declaration of policy in order that the Commission might 
have aclear idea of what its objectives were. 

As I see it, it becomes necessary for the regulatory agency, within 
that framework laid out by the Congress, to fill in the details. Asa 
matter of fact. I believe that is the very language that the Supreme 
Court has used. If I may refer to this case, Panama Refining Com- 
pany V. Ryan (293 U.S. 388, p. 426), the Court said : 

Accordingly, the Congress created regulatory agencies for whose guidance it 
laid down primary standards and broad policies. The task of the regulatory 
agencies was to “fill up the details” under the general provisions made by the 
Legislature. 

The Cuarrman. I would say that the Supreme Court had been 
filling up a lot of details, too, in the last few years. 

Mr. Freas. Our Commission does not undertake to make tr: anspor- 
tation policy within the field where the Congress makes that policy. 
It merely undertakes to fill in in those areas where the Congress has 
simply declared the broad policies. What I testified to what we were 
doing was to fill in those details in the light of the conditions as they 
now exist. 

Under the national transportation policy, where we are required 
to give effect to the inherent advantages of each mode of transporta- 
tion, I think as those inherent advantages change and as the economie 
conditions change, if the Commission would close its eyes to those 
changes, it would be subject to the charge of horse-and-buggy 
regulation. 

The Cuatmman. In other words, what you are saying—and I do 
not want to try to put words in your mouth, because this is quite a 
statement—is that the transportation policy means anything that the 
Commission decides it wants it to be. 

Mr. Freas. May [have that read, please ? 

(The last statement of the chairman was read by the reporter.) 

Mr. Freas. Oh, no, by no means at all. 

The Cuarrman. I do not see how you can interpret what you have 
just said any other way. 

Mr. Freas. I have said that all our actions were at least intended 
to be, and to the best of our ability are, within the framework of 
the congressional guideposts and in line with the national transpor- 
tation polic: y as declared by the Congress. When that policy tells 
us to consider inherent advantages and consider the movement of 
the traffic and other things, without enumerating them all, [I think 
it is up to us to consider, and we understand that we are directed 
to consider, these different circumstances and to shape our decisions 
according to them. 
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This is not making policy; it is merely filling in the details. If 
we are wrong in this I can assure you that we have fallen into it in 
the best of intentions, and we would be happy to be informed of it. 

The CuarrMAN. | appreciate that, and I want you to know that this 
committee is seeking guidance and advice and help. 

You realize that, in consideration of what we have here, we have 
some very hard nuts to crack, and we want help in trying to resolve 
them, not only the ratem: iking provisions, but the agric ‘ultural exemp- 
tion, the pseudo private-carrier problem, and other ° various things in- 
volved in this entire package proposal. That is the purpose of my 
questioning you rather ¢ losely this morning. 

Mr. Freas. I merely wanted to assure you, Mr. Chairman and mem- 
bers of the subcommittee, that the Commission is trying, to the best 
of its ability, sincerely to regulate according to the st: andards of the 
Congress as laid down. In doing that, you cannot please any group, 
but in every case there are not only two but usually more groups that 
are dissatisfied. We try to construe the law as best we can and hew 
to that line, and we get criticized. 

The Cramrman. Of course, you are going to get criticized: so are 
we. We do not like it but, ne ertheless, we tr y to fight it. But what 
we need to do is to recognize the inherent problems involved so that 
the public can be benefited. We simply cannot continue with these 
wider and wider divisions of people who are at each others’ throats 
all the time, and then maintain the kind of a sound transportation 
system policy and program that is vital and necessary in this country 
if we continue to be a first-rate transportation nation. 

Mr. Freas. We surely appreciate the problem. 

The Cuarrman. I have taken entirely too long, and I apologize to 
my colleagues. 

Mr. Hate. Mr. Freas, I was obliged to leave the room when Mr. 
Rogers started to ask you a question. Did you discuss with him or 
did: you comment on the testimony of Mr. Leighty yesterday ? 

Mr. Freas. Yes. 

Mr. Hate. If you did, I do not want to ask you to repeat anything, 
but I would like your comments in the record. 

Mr. Freas. I did not undertake to comment on it point by point. 
The main point I wanted to make was that he was talking of the 
year 1957, and as a whole, and that the situation that particularly 
confronts your subcommittee now is one that started to get bad, and 
has been aggravated, since Labor Day of 1957. The situation since 
that time is quite different from that reflected by the year 1957 as a 
whole. 

Mr. Hare. You do think that the railroads are in a very difficult 
position today / 

Mr. Freas. I think a large number of them are, so that, collectively, 
the overall situation is bad. 

Mr. Hare. You agree that it calls for some legislative relief from 
the Congress. 

Mr. Freas. I think it does; yes. 

Mr. Hate. Now, a few minutes ago, in answer to a question by 
Mr. Harris or the chairman, you referred to a change of conditions. 
What conditions did you have in mind when you said that? Com- 
petitive conditions, traffic conditions; what did you mean? 
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Mr. Freas. The fact that, years ago, for-hire transportation of 
one or several forms had a monopoly of the traffic, but with the 
improvement over the years in roads and in automotive equipment, 
most. anyone who has any sizable amount of traffic to haul now can 
do it for himself. That man can select the most favorable freight; 
he does not have to take just anything that comes along; he can 
simply haul that which he thinks he can make money on. 

Therefore, when a shipper can select the particular freight he wants 
to haul—and I want to emphasize I am not implying anything im- 
proper by his doing so, but just recognizing the situation—when he 
ean haul that freight himself at a much lower cost, it follows that 
the for-hire carrier is going to have to bring his rates in line with 
those costs or else forgo the traffic. 

Now, there is a change of condition that calls for a greater 
emphasis, relatively, in ratemaking upon the cost considerations than 
was necessary when traffic was moving largely on the theory of the 
value of the service. That is one of the outstanding changes in con- 
ditions that I referred to. 

Mr. Hate. In brief, the change of railroads from a position of 
monopoly to a highly competitive situation ? 

Mr. Freas. I think all forms of transportation now are highly 
competitive. 

Mr. Hate. That is all, Mr. Chairman. 

Mr. Roserts (presiding). Mr. Flynt? 

Mr. Fiynrv. I have no questions. 

Mr. Roserts. The gentleman from California. 

Mr. Youncer. Mr. Freas, yesterday, Mr. Leighty, in talking about 
and referring to the abandonment of service, intimated that the ICC 
did not gather the full information because they did not have time. 
What is the answer to that charge ? 

Mr. Freas. I do not recall having seen that in his statement, so, 
at the moment, it tomes as a surprise to me. I have never heard 
that we were accused of that before, but I think I can, categorically, 
say, if the issue came before the Commission, that we would not plead 
a lack of time. 

Mr. Younger. It was Mr. Leighty’s testimony when he said, when 
I asked him the question: 

I do not understand you correctly. I, being a nonlawyer member of this 
committee, think the difficulty arises from the fact that the railroads out- 
smarted the ICC members. 

Mr. Lercuty. I would not put it that way, Mr. Younger. 

The railroad goes in with a single item. They say our actual out-of-pocket 
expenditure on this item is 85 cents; therefore, we get 90 cents and we are all 
right. The ICC does not have time to make them give a conrplete cast 
accounting. 

Mr. Freas. Well, we might plead time as justification for a slight 
delay in our actions, but I do not think we have pleaded time, lack 
of time, as justifying a failure to do anything which, under the act, 
we are charged with the responsibility of doing. 

Mr. Youncer. It would seem to me that that was quite an accusa- 
tion against the ICC, because it does not take any time for you to ask 
the railroads to furnish you information. It might take the railroads 
a lot of time to get the information. 

Mr. Freas. That is right. 
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Mr. Youncer. But that seemed to be the chief cause and the rea- 
son why there had been so many abandonments for which they criti- 
cized the ICC for making those decisions on the lack of information. 

Mr. Freas. Well, I would certainly not agree with that charge, 
but, if I had the necessary details to identify it, I would be glad to 
look it up and see what I could find on it. 

Mr. Youncer. So far as you know, the abandonments of routes 
and trains have been justified. 

Mr. Freas. All those that are under our jurisdiction. 

Now under the law as it stands at the present time, abandonment 
of service is primarily a matter within the jurisdiction of the States, 
and unless the entire operation is abandoned we have no jurisdiction 
over it. 

Mr. Youncer. Under the proposed law you would have some juris- 
diction ; is that right ? 

Mr. Freas. That is right. 

Mr. YounGer. On the construction reserve as one of the subjects 
we considered today, I did not understand that you covered that in 
your testimony. 

Mr. Freas. I did not in my oral testimony. 

However, in the statement I have offered for the record, we do say 
that we favor that legislation. 

Mr. Younger. That portion of the legislation you do favor? 

Mr. Freas. That is right. 

Mr. Youncer. The ICC has gone on record on that ? 

Mr. Freas. That is right. 

Mr. Younger. Do you, Mr. Chairman, feel that there would be 
any benefit to the transportation system if all modes of transportation 
were put under one department of the Federal Government? 

Mr. Freas. I am not prepared to express an opinion on that be- 
yond the statement that there would be a lot of problems, practical 
problems, involved. 

The Civil Aeronautics Board, for example, has a much broader 
field than ours. That is true also of the Maritime Commission. 

They go into operating matters and promotional matters which 
we do not have, so there would be those practical problems. I can 
also see some advantages insofar as the regulatory functions are 
concerned. 

I do not believe, however, that I have an overall opinion to express. 
It would depend largely on what the specific setup would be. 

Mr. YounGer. That is all, Mr. Chairman. 

Mr. Roserts. Thank you, Mr. Freas. 

The next witness will be Mr. John O. Innes, vice president of the 
John I. Hay Co., appearing for the Inland Waterways Common 
Carriers Association of Chicago, III. 

Mr. Innes. 


STATEMENT OF JOHN 0. INNES, VICE PRESIDENT, JOHN I. HAY 
CO., CHICAGO, ILL., ON BEHALF OF INLAND WATERWAYS COM- 
MON CARRIERS ASSOCIATION 


Mr. Chairman and gentlemen, my name is John QO. Innes. I am 
vice president of the John I. Hay Co., a common-carrier barge lin 
with main offices in Chicago, Ill. I am also an officer of the inland 
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Waterways Common Carriers Association of Chicago comprising the 
major common-carrier barge lines operating on the Mississippi River, 
the Ohio River, the Missouri, the Tennessee, the Illinois, the C umber. 
land, the Kanawha, the Allegheny, the Monongahela, the Warrior, 
the Tombigbee, the Arkansas, and the Gulf Intracoastal Canal, which 
lies along the gulf coast from the Mexican border to Florida. 

I am here before you representing the common-carrier barge in- 
dustry in opposition to H. R. 12488 which recommends changes in the 
‘ratemaking rules of the Interstate Commerce Act by amendment of 
section 15 (a) of that act. 

The members of the Inland Waterways Common Carriers Associa- 
tion (list appended, exhibit 1) per form approximately 90 percent of 
the common-carrier service on the rivers and canals of the mid- America 
half of the Nation. Their traffic amounts to roughly one-third of 
the total commerce on this system of 6,500 miles of waterways serv- 
ing 21 States of the midcontinent region. 

While I represent directly the common-carrier barge lines, I must 
remind you as well of those who put the barge lines in business—the 
people who needed a very low cost mode of transportation to insure 
their access to distant markets half across a continent. 

We are the instrument of a vast multi-billion-dollar expansion of 
industrial and agricultural opportunity in the river valleys of the 
midcontinent half of the Nation. 

We are one-half of a twin magnet, so to speak—-plentiful industrial 
water supply and low-cost transportation—which is creating an un- 
precedented boom in the 21 States bordering the Mississippi River 
system. 

The low level of electric power rates for the consumer and for in- 
dustry depends to a large extent on cheap barged coal. Employment 
in the coal mines of West Virginia and adjacent States depends on 
distant markets reachable economically only because of waterway 
transportation. 

Steel mills in the interior of the United States reach across the con- 
tinent with their products as a result of the same low-cost service. 
The farmers of the valley States get better prices for their grain 
when they ship by river. 

The industrial expansion of the river valleys, sparked by naviga- 
tion on the rivers, has brought hundreds of thousands of new jobs to 
the Ohio, Mississippi, Missouri, and Illinois River States as well as 
to the States bordering the Gulf of Mexico. 

The common-carrier barge lines are particularly and completely 
vulnerable to alterations in the Interstate Commerce Act. Our rates 
are published and all of the facts regarding our operations are on 
file with the ICC and open to the public view. 

The regulated carriers will, of course, be the first target—a sitting 
duck—for the railroads. 

Typically, we are small businesses. My own company grossed 
$5,171,000 in 1957. The largest line reported revenues of $19, 600,000 
and the wianileat “just over “go million. The total revenues of the 
membership of the association were just under $90 million, or less 
than 1 percent of the railroad revenues. The report of the Senate 
Subcommittee on Surface Transportation and S. 3778, as well as H. 
R. 1248, contains recommendations for aiding the Nation’s railroads. 
We raise no objection to 7 of these recommendations as they are set 
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forth in the report and more exactly spelled out in the 2 bills. We do 
object, however, to the changes in the rules of ratemaking by adding 
a third paragraph to section 15 (a). 

We believe that the transportation network of our Nation, as it 
has been fostered by the policies of the Congress, is fundamentally 
sound. The various modes have developed in response to advances 
in technology and the public has sought out the benefits. Unreason- 
able restrictions on the railroads should be removed, but the funda- 
mental restraints on the misuse of electric power should not be aban- 
doned for any mode of transportation. 

Our free-enterprise system is founded on respect for fair-trade 
practices and there can be no long-run benefit. m assisting the rail- 
roads at the expense of the destruction of other essential public 
services. 

What is proposed here is a major reversal of public policy. The 
proposed change in ratemaking rules, combined with the plans for 
Federal loans to railroads, clearly mean, if S. 3778 is enacted, that 
the Federal Government will be financing a rate war of extermina- 
tion against the least powerful of the transportation modes, the barge 
lines. 

A “rate war” is a harsh phrase and yet it was used by the Eisen- 
hower administration is explaining to this Sen: ite committee why it 
had abandoned support for the three “shall nots” legislation it spon- 
sored last year 

Mr. Sincl: sir Weeks said that fear of rate wars caused him to re- 
verse his earlier recommendation. The present recommendation of 
the Smathers committee is only a shorter, clearer, and less ambiguous 
version of the three “shall nots” which were considered by your 
committee a year ago. 

The language of the proposed amendment to section 15 (a) is 
unequivocs al. 

The ICC is ordered thereby to allow the setting of rail rates without 
considering the effect on any other modes of transportation. It is 
not to consider, as it now does, administration of the act so “as to 
recognize and preserve the inherent advantage of each” mode. 

As barge lines, our role in the economy is that of the low-cost 
operator. For commodities ctw te to water transportation, the 
barge lines can transport the products of farm, factory, and mine far 
more cheaply than the railroads. 

The attached exhibit (T-5) demonstrates the inherent advantage 
of waterway transportation in the way of equipment, cost of cargo 

capacity, fuel consumption, labor produc tivity, and maintenance and 
repair costs. This cost advantage is reflected in freight rates which 
by barge average under 4 mills a ton-mile as compared to 14 mills 
(i 4A cents) by rail. 

At this point I would like to remind you, however, that a barge 
line cannot hope to attract traffic unless its overall costs to the ship- 
per are lower than the corresponding costs for all rail service. There 
are several reasons for this: The barge service is much slower; it 
usually entails only a movement from dock to dock, the shipper and 
the consignee assuming the burden and expense of loading and un- 
loading the barge; the bargeload minimum is from 300 to 200 tons 
as compared with carload minima of 40 to 50 tons. 


28621—58——_10 
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In a decision written by the late Commissioner Eastman in 1924 
he said: 


A water carrier like the barge lines must be able to secure some traffic to 
and from interior points if it is to prosper, and in the case of the barge, with 
its slow and inferior service, such traffic cannot be secured without resort to 
differential rates. 

The Supreme Court completely reaffirmed the differential principle 
in 1951. 

It said: 

Admittedly, barge service is worth less than rail service. It is slower, requires 
more handling, and entails more risk. A shipper will pay only what the service 
is worth to him. The shippers’ evidence, the Commission found, indicated a 
fairly unanimous view that the principal worth to them of shipping by barge 
was the saving in transportation expense which it offered. The Commission is 
not bound to require a rate as high for the inferior as for the superior service. 
To do so would certainly destroy the principal worth of the inferior service 
and send all freight to the railroads; practically, there would be no competi- 
tion between the different modes of transportation. 

The two cases referred to had to do with carload units of traffic in 
joint barge and rail service. If a differential in favor of the barge 
line is necessary in that situation, it is much more so in the case of 
traffic moving in bargeloads. 

In all recent cases, where rail rates have been reduced to meet barge 
competition, they have been made substantially on a parity with the 
overall costs of handling the traffic by water. 

In a letter written by Secretary of Commerce Weeks to the Senate 
Subcommittee on Surface Sete dated April 22, this year, 
the Secretary says of the ratemaking proposal under discussion, it— 
would seem to conflict with the provisions of the antitrust laws applicable to 
the rest of industry which require consideration of the effect of unreasonably 
low prices on competition. 

Now I am not a lawyer and I do not like big words. 

Very few of us in our lifetime have actually seen allout cutthroat 
competition at work. Let me use a simple example. Say 5 major 
oil companies decide to put 100 small local competitors out of business. 
The five together cover the whole country, coast to coast. 

They pick off their competitors a few at atime. They reduce prices 
in the area of the targeted competition and at the same time raise 
prices in a much larger area where the targeted competition has no 
distribution. Small competitors in the non-target area go along with 
the price increases in happy prosperity until their turn comes. 

Little company after little owners section by section, goes un- 
der—sells out to the majors or liquidates. In the end, you have 5 
noncompeting major oil companies instead of 105 competitors. Then 
the prices go up, and the public pays, as it has always done. 

But the example. is fictitious. You can’t do that. If five major 
companies conspire to restrain trade and lessen competition, the De- 
partment of Justice invokes the Sherman and Clayton Acts. 

The Robinson-Patman Fair Trade Practices Act is invoked. Long 
before any harm can be done to the public, the five majors are fined, 
enjoined, and put in their places. 

Now, when this same thing happens in transportation, the small 
carrier by water cannot invoke the Sherman, Clayton or Robinson- 
Patman Acts. The Reed-Bulwinkle Act exempts carriers who are 
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subject to the Interstate Commerce Commission and so does the 
Robinson-Patman Act. But, happily, for the small carrier and the 
public, there is at present the Interstate Commerce Act. 

The small carrier may petition the Commission, the reduced rail 
rates may be suspended and a hearing held to determine the public 
interest. 

In the end, the small carrier, at present, can count on some mini- 
mum of fair dealing. Under the proposed rule, he might not even 
be heard. His case would be irrelevant by definition. 

Now the part of the Interstate Commerce Act which empowers the 
Commission to insist on fair-trade practices is the transportation 
policy and the more detailed mandate is contained in section 15 (a) 
of the act. 

When you remove the restraints in section 15 (a), as has been pro- 
posed, you will lose the barge lines and a lot of other carriers of 
limited size, routes and commodities. And, believe me, once our 
towboats and barges are sold fer scrap, many years of. exorbitant 
freight rates will intervene, before anyone will risk the heavy in- 
vestment required to start river service. 

It was almost 30 years, from 1890 to 1917, before the river traffic 
which was deliberately Ww iped off the river by predatory railroad rate 
wars, began to revive. 

And even then, the Federal Government had to make the first in- 
vestment in a Government-owned and operated corporation before 
the competitive force of low-cost transportation by water could again 
become a factor. 

History would repeat itself. The railroads would use their tre- 
mendous economic power along the lines of the simplified example 
I have given. There would be nothing to restrain’ them if the con- 
templated changes in section 15 (a) become law. 

The railroads like to give the impression that they always lose out 
in contests for traffic with their competitors. An objective look at 
the inherent advantages of the railroads and the record of rate dis- 
putes before the ICC demonstrates that the reverse is the truth. 

As against the thousands of destinations of the railroads, their 
speed and comprehensive service,-the barge carriers are seen to have 
severe limitations. Our company, for example, in 1957 served only 
some 49 ports and points along the Illinois, Mississippi and the Gulf 
Intracoastal Canal east of Brownsville. 

A few of the common-carrier bargelines service longer routes, but 
none of them is certificated to operate on the entire Mississippi River 
system and the Gulf Canal. Contrast this territory, limited as it is 
to the river, to the territory served by any of the major railroads. 
They list in their tariffs several thousand times the number of stations 
or points of origin and destination as the largest of the bargelines. 

The railroads also like to tell you that they are helplessly in the 
clutch of a prejudiced bureaucracy. The railroads are far from help- 
less as we know to our cost. 

The effective railroad rate structure is manipulated not to give the 
best service at the lowest possible cost to the shipper, but instead to 
serve the competitive interests of the railroad, regardless of the 
shipper. 
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There are few examples in railroading of equal rates for equal 
service. I have appended certain charts recently exhibited to the Sen- 
ate subcommittee, illustrating the method used by the rail lines to 
compete. I submit that there is no other industry where such great 
dispar ities in pricing exist. 

The first of these charts, C-6 and 7, tell the story of the battle of 
aluminum and magnesium ingots. These charts show the tremendous 
differences between water- -competitive rates and the rates where there 
is no water competition. It demonstrates the crux of the problem 
facing the as The railroads can depend on enormous reser- 
voirs of noncompetitive traffic on which they can charge virtually 
what they like. From this reservoir they can finance charges that 
are often below cost in order to compete with the water carriers. 

The grain chart (C-8) tells the graphic story of why grain ele- 
vators are mushrooming along the rivers. <A rate of 3714 cents will 
buy a grain farmer only 133 miles of transportation from Jackson- 
ville, Ark., to Memphis, Tenn. If he can get his grain to a river port. 
he can buy 685 miles of rail transportation paralleling the river for 
37 cents. 

Sugar (C-10) demonstrates how, on the San Francisco to Chicago 
haul, the railroads build up a bac klog of revenues from interior non- 
competitive points to finance below -cost rates at Chie: ago. 

These charts are merely examples, for it is a fact, that there is not 
a single pound of any commodity hauled on the river that the rail- 
roads are not constantly striving to capture. 

The general expansion of industry has so far increased our busi- 
ness, except for the current effect of the recession, but in rate con- 
tests with railroads, we are losing far more cases than we are 
winning. 

Another w: ay of looking at this active battle for traffic is to exam- 
ine the overall box score in the rate contests. How much restrie- 


tion in ratemaking do the rail carriers suffer at the present time?’ 
The Chairman of the ICC testified as follows before the Senate sub- 
committee a few weeks ago on this: 


Exclusive of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs con- 
tained hundreds of thousands and probably millions of rates. 

It is our estimate that 98.3 percent of these tariffs became effective with- 
out protest or restraint by the Commission. 

Of the remaining 1.7 percent which were protested, about 85 percent were 
nevertheless permitted to go into effect without suspension. 

This left about one-fourth of 1 percent of the total in which the voluntary 
action of the carriers was restrained by the Commission’s exercise of its in- 
vestigation and suspension powers. 

In almost one-half of the cases suspended pending investigation, the pro- 
posed rates were approved upon completion of the proceedings. 

And so, instead of the specter of a meddling Government unwarrantably 
preventing what the carriers regard as the proper exercise of their managerial 
responsibilities, we find that a bare one-eighth of 1 percent of their pro- 
posals are condemned * * *. 


The position of the common carrier barge lines is that the rail- 
roads already have too much flexibility in destructive ratemaking. 


The objective of Congress should be to tighten the rules rather than 
abandon them. 
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The cure for the problems of the railroads is not in the destruction 
of the barge lines. A long list of practical suggestions for self- 
help by the railroads have been made by the Chairman of the LCC, 
by the Smathers report itself and by tr ansportation experts testi- 
fying as far back as the Federal Coordinator of Tr: ansportation in 
1932 to 1935 

The migweations are under familiar headings. None of them has 
been fully explored, although one, the huge passenger losses, is now 
coming in for some attention. But there are many avenues of ap- 
roach other than destruction of competition that would result in a 
healthier railroad system. Certainly railroad management them- 
selves are beginning to question the wisdom of below-cost freight 
rates. 

If the solution is to be the unleashing of destructive rate prac- 
tices, | think you have to consider very carefully the difference in 
economic strength between the barge lines and the rail carriers. In 
1957, the rail carrier revenues were over $10 billion. The common 
carrier barge lines, for whom I speak, had total revenues of under 
$90 million, or less than 1 percent of the rail revenues. 

If you combine the mere size of the railroads, the additional fi- 
nancial strength that will come from Federal loans if these meas- 
ures become law and the enormous reservoirs of noncompetitive 
freight on which high rates can be charged, you have a situation 
where an all-out war will obviously be no contest. 

Add to this the painful fact that the recession, though del: ayed in 
its impact, has now hit the common carrier barge lines in full force. 

In the first quarter of 1958, the members of the Inland Waterw ays 
Common Carriers Association experienced a 19.7-percent drop im 
barge tonnage and a sharp decline of 15.3 percent in gross freight 
revenues compared with the same period in 1957. Gross freight 
revenues for the first quarter declined from $19,196,000 in 1957 to 
$16,248,000 in 1958. This has led to a 26-percent reduction in the 
industry's py ies nt. ‘Twenty-four percent of our towboats were 
laid u pas of April 30, 1958. 

I refer again to the letter written by Secretary Weeks to Senator 
Smathers on April 22 of this year in which he states: 

To be prevented from destroying itself, competition admittedly needs regula- 
tion, but not regulation that injures or destroys what it seeks to preserve. 
Beyond the utility and transportation fields, the antitrust laws prevent competi- 
tors from adopting practices which tend to eliminate competition or which have 
as an object the injury or destruction of a competitor. This type of regulation 
and this type alone is all that the Interstate Commerce Commission need apply 
(possibly with some adaptation) to prevent competitive excesses without pre- 
venting competition * * * 

I refer again also to the testimony of Chairman Freas of the ICC 
before the Smathers committee. Hesaid: 

I believe that if transportation history teaches any one thing it is that while 
competitive forces generally are effective in reducing prices and improving stand- 
ards of service, these very same competitive forces in the transportation field, 
if unchecked, will result in eliminating competition and in disrupting reasonable 


and fair rate relations as between competing shippers, geographical areas, and 
territories. 
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It is the view of the Commission that any substantial relaxation of the existing 
controls or checks on freight rates, as now provided in the several ratemaking 
provisions of the act, as those provisions are presently interpreted by the Com- 
mission, would be a step backward from a sound solution of the problems con- 
fronting the transportation industry, including the railroads and the shipping 
public * * * 

Insummary, let me say this: 

The ratemaking proposal here under consideration has friends only 
among the railroads. 

The truckers see it as destructive. 

The barge lines warn you from painful experience that it means 
the end of low-cost river transportation. 

The coastal transportation industry deplores it. 

The administration has not recommended it. 

The ICC has not favored it. 

The remedy clearly throws overboard normal restraints against the 
misuse of economic power. 

It places the Federal Government in the position of financing a 
railroad rate war. 

Elimination of low-cost water transportation will upset the entire 
economy of the midcontinent region. Steel mills and mines would 
find higher transport costs restricting their markets. The farmers 
would be taxed with higher transport costs in sending their grain to 
market. Electric power rates, now based on cheap bar rged Co: al, would 
goup. Industrial expansion throughout the river valley s, now stimu- 
lated by low-cost water transportation, would be curbed. 

We submit that the railroads want the common carrier barge lines 
out of the way to gain a free field for runway freight rate increases at 


the expense of the public. No change in the ratemaking rules of the 
Interstate Commerce Act are needed if the public interest is to be 
protected and competition is to survive. 

(The charts referred to are as follows :) 


ExnHIsIT 1 
INLAND WATERWAYS COMMON CARRIERS ASSOCIATION 
LIST OF MEMBERS 


American Commercial Barge Line Co., Jeffersonville, Ind., and Houston, Tex. 
Arrow Transportation Co., Sheffield, Ala. 
Coyle Lines, Inc., New Orleans, La. 
Dixie Carriers, Inc., Houston, Tex. 
Federal Barge Lines, Ine., St. Louis, Mo. 
John I. Hay Co., Chicago, Il. 
Mississippi Valley Barge Line Co., St. Louis, Mo. 
The Ohio River Co., Cincinnati, Ohio. 
Union Barge Line Corp., Pittsburgh, Pa. 
IWCCA, 140 South Dearborn Avenue, Chicago, I1.: 
A. M. Thompson, president. 
Patrick Calhoun, Jr., vice president. 
John O. Innes, secretary-treasurer. 
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STATEMENT OF Mr. J. O. INNES FoR IWCCA House COMMERCE SUBCOMMITTEE 


COMPARATIVE EFFICIENCY 
BARGE vs. RAIL Transportation 


Ratio of Equipment WEIGHT Ratio of Equipment COST 


to carryin g ca pacity to carrying capa city 





2tol Ae Te 
900 tons 
RAIL CAR BARGE 
Rail car weighs Barge weighs 
26 tons 170 tons 
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Diesel F uel 





Per 1000 net ton miles 





Labor 3.65 
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Productivity 


BARGE 1! million 


Ton miles per 
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A STUDY OF COMPARATIVE EFFICIENCY OF BARGE VERSUS RAIL TRANSPORTATION 


The purpose of this study is to examine several of the comparable features of 
each mode, and thereby to endeavor to evaluate the relative efficiency thereof. 

As demonstrated by the accompanying worksheets, the measure of efficiency is 
to be the quantity of material and energy input required, for the production of 
similar units of transportation service. 


Summary of comparable features—barge versus rail 


1. Weight ratio of equipment to capacity : 
(a) Average weight of towboat : ‘ . 
Average weight of locomotive— aad ‘ ; 1, 600 
(b) Average weight of open hopper barge Bas ses 170 
Average weight of open hopper car ; 4 26 
Bate -fetlecis. nn. ncwecewe ee a . ; : 1 tod 
Rail ratio___ wus AT. <a 3 ; Sree i Lto2 
2. One-ton capacity cost: 
(a) Average cost of towboat js ~ $750, 000 
Average cost of locomotive hs panne ct at G1 FO, ae 
(6) Average cost of barge_-_ Sanam ; Se 
Average cost of hopper car_- tera == 0) OOM 
Barge ratio of cost to capacity (1 ton)_---_--~- pha ties as nih a $120 
Rail ratio of cost to capacity (1 ton) __ wpe ie laee aad $320 
3. Diesel fuel consumption : 
(a) Average barge (Lower Mississippi, Upper Mississippi and 
Ohio) __- _.gallons per 1,000 net-ton-miles__ 3. 15 
Average rail____- : . do | 
4. Maintenance and repair costs: 
(a) Average towboat___ sie __..cents per 1,000 ton-miles 22 
Average locomotive________- = ; a ag Mas 62 
(b) Average barge__ ; a : ; __.do 12 
Average rail car____- = ae _ ; ise 93 
5. Labor productivity : 
(a) Average barge line 
million ton-miles per year each operating employee 
Average pellvOnebs .. 6 Let du ga + eae 


Weight of Weight 
ratio of 
cargo unit Cost of equip- 
| Tractior Capacity | to capacity ment (averages) 
unit Cargo unit, of cargo payload 
unit 


Tons Tons Tons 
Railroads (1) 
Alco-Ge No. 1600 2___ $170, 000 
Cars 3 (3 (‘) 
Box j + 7, 500 
Hopper 25 9 &, 000 
Gondola 25 ‘ 8, 000 
Flat a. 5 8, 600 
Pulpwood flat ; : 8, 000 
Tankers 
Crude petroleum °_. ‘ 5 10, 500 
Sulphuric acid j 10, 500 
Caustic soda 2.: 10, 500 
Gasoline 24% 10, 500 
Propane 3 5 4 10, 500 
Mean averages 1:2 oa 
Barge lines 
low boats 75K $610, 000— 845, 000 
5 45, 000 


Barges 


1 From manufacturer and railroad mechanical department —about $100 per horsepower, but some r iflroads 
require additional equipment 

2 General purpose Alco-Ge freight locomotive, standard on various railroads. Specifications obtained 
from builder’s brochure and railroad master mechanics 

3 Carbuilders Cyclopedia 

‘ Transport Statistics in the United States, I. C. C. (Costs are listed as averages.) 

5 For flat cars, the 1-ton capacity cost is based on 60 tons instead of actual capacity, because actual loadings 
hardly ever exceed 45 tons. (I. C. C. T, C.-2.) 

§ Specifications of tank ears from brochure of ACF, 
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Barge lines 1-ton capacity cost 
(cargo and traction) 7 
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Barge lines diesel 
fuel consump- 
tion per 1,000 
ton-miles 


Barge lines mainte- 
nance and repairs 


per 1,000 ton-miles | 


of freight 


147 


Barge lines labor pro- 
ductivity, ton-miles 
per transportation 
employee per annum 


Gross Net 
gallons gallons 
312 
$88 Locomotives, all 
$266. types, $0.59 plus. 
$300 Freight cars, all lie train and engine 
322 types, $0.86 plus. employees, road, 
$362 1.74 4.21 \{ (Includes superin- and freight portion 
$302 tendence, shop and of yard. 3,336,615 
$302_. power machinery, ton-miles.!° 
$370 locomotives, $0.625, 
$370 \ freight cars, $0.925.) 
$310 
: li'Tow ahd SE aadites 13,493,000 ton-miles 
$157---- . 3.15 bar ae 13 cent ae” per transportation 
| — - | employee. 


? This is the 1-ton capacity cost per type of car and calculated by dividing car capacity into the average 
cost of car, plus the result obtained by dividing the total number of tons-capacity of the train into the cost 
of the locomotive. For the purpose of this study, a single unit Aleo-Ge No. 1600 locomotive is considered 
as hauling what would be an average train over varying terrain; 1,600 gross tons, from information furnished 
by the builder; Erie Railroad uses 4 units to haul 5,450 tons eastbound and 4,000 tons westbound between 
Marion, Ohio, and Salamanca, N. Y.; Mopac uses 2 units for 5,000 tons and 3 units for 9,000 tons between 
St. Louis and Southwest; New York Central Railroad uses 3 units for 3,200 tons from Selkirk, N. Y. to 
Springfield, Mass.; Union Pacific Railroad uses 4 units for 3,000 tons eastbound and 4,000 tons westbound 
over Cajon Pass. 

§ From calculations based on information in Transport Statistics the total revenue and nonrevenue 1,000 
ton-miles freight, 664,521,565 is divided into tota] maintenance costs for locomotives and for freight cars; 
obtaining costs of $0.59 for all types locomotives and $0.86 for all types of freight cars per 1,000 ton-miles net. 
To this is added the proportionate costs of superintendence $56,132,892, shop machinery $22,882,406, and 
power machinery $4,284,743, deducting nonpertinent costs. 

§ From Fuel and Power Statistics of Class No. 1 Railroads in the United States (I. C. C. statement M-230 
(OSE)). For 4 months ending April 1957, 1.74 gallons Diese! fuel per 1,000 gross ton-miles including loco- 
motive. The amount of 4.21 gallons per 1,000 net ton-miles of freight is obtained by dividing the total 
number of gross 1,000 ton-miles of freight trains, 1,616,207,357, by the total 1,000 ton-miles of freight, 664,521,565 
and multiplying the result, 2.42 by 1.74. (Ton-miles from Transport Statistics.) 

1 Ton-mile figure for labor productivity is obtained from calculations based on information in Transport 
Statistics, and I. C. C. Statement No. M-300, Wage Statistics of Class 1 Railroads in the United States, 
1956. The total of freight train and enginemen thus classified in the statement is 94,580 and to this number 
is added the number of yard engineers, motormen, firemen, helpers and conductors who may be engaged 
in the handling of freight trains. Since the statement provides no breakdown for freight and passenger 
yard men, it was necessary to find some basis for such a determination. This was done by calculation of 
the percentage of passenger trains—gross ton-miles, of the total transportation service—total gross ton-miles 
(which includes everything freight and passenger), and which amounts to approximately 15 percent. On 
this basis 85 percent of yard men were determined to be engaged in freight service; 99,185. The total of 
193,765 employees is then divided into the total of revenue ton-miles, 646,519,282,000, and results in the 
amount of 3,336,615 ton-miles per transportation employee. (Passenger trains, total gross ton-miles, 
274,801,085,000; transportation service, total gross ton-miles, 1,891,008,442,000.) 


Source: Information re Barge Lines furnished by I. W. C. C. A. Barge Lines. 
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How Railroad RATE DISCRIMINATION 


» Finances RATE WARS Against Water Carriers 


Shipping Aluminum Ingots from Chalmette, La. and Jones Mill, Ark., 
to Chicago, W., Wichita, Kan., Duvenpert, fo., and Newnan, Ga. 


MORE FREEDOM IN RATE MAKING MEANS MORE FREEDOM TO DISCRIMINATE 


INLAND WATERWAYS COMMON CARRIERS ASSOCIATION 
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How Railroad RATE DISCRIMINATION 
og finances RATE WARS Against Water Carriers 
Shipping Magnesium Ingots from 


Velasco, Texas to Wichita, Kansas 
and St. Louis, Mo. 





BR Wortee-Compotitian Rell Rates 


C3 No-Water- Competition Rall Routes 
SNE 2. toe 


MORE FREEDOM IN RATE MAKING MEANS MORE FREEDOM TO DISCRIMINATE : 


INLAND WATERWAYS COMMON CARRIERS ASSOCIATION Source: individual Railroad Farifty tiled with the ICC 4 
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How Railroad RATE DISCRIMINATION 
Finances ane WARS Against Water Carriers 


Shipping GRAIN from 
Bismarck, N. D. to Minneapolis, Minn. 
Jacksonville, Ark. to Memphis, Tenn. 
Paola, Ka. fo St. Louis, Mo. 
Lamonte, Mo. to St. Louis, Mo. 
Compared to 

Chicago & St. Lovis to New Orleans 










MORE FREEDOM IN RATE MAKING MEANS MORE FREEDOM TO DISCRIMINATE 


i INLAND WATERWAYS COMMON CARRIERS ASSOCIATION Source, Individual Reis ad Tariffs filed with the ICC 
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Below Cost Rates Used by Railroads 


si In Rate War Program 
Shipping Sugar From San Francisco 
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Mr. Rosertrs. Thank you, Mr. Innes. Because of the shortage of 
time we have left, we will defer the questioning period for the after. 
noon, if you can be present. 

Mr. Innes. I will be. 

Mr. Roserrs. The committee will stand in recess. 

(Whereupon, at 12 o'clock noon, the committee was recessed, to 
reconvene at 2 p.m., the same day.) 


AFTERNOON SESSION 
Mr. Roserts (presiding). The committee will be in order. 


We have several witnesses yet to be heard. 
Come around, Mr. Innes. 


STATEMENT OF JOHN 0. INNES—Resumed 


Mr. Roperts. I recognize the gentleman from California, if he has 
any questions. 
Mr. Youncer. Mr. Innes, on page 2 you make this statement : 


The unregulated carriers will, of course, be the first target—a sitting duck— 
for the railroads. 


What do you mean by that ? 

Mr. Innes. The statement refers to the regulated carriers, Mr. 
Congressman—the nine barge lines for whom I speak and, in sayin 
they will be the first target, 1 refer to the fact their rates are publishel 
in tariffs, they are in the public view, and that a rail carrier in meet- 
ing any of their rates simply refers to their tariff and knows instantly 
the rate is so many dollars and cents between this point and that 


point. ! = 

It is that much easier for him to meet and destroy that competition 
than it is, for example, if he is meeting the competition of an exempt 
or private carrier by barge whose rate is not published and is not 
known to the public. 

Mr. Youncer. Why do you assume that he would get the permission 
of the ICC todo that ¢ 

Mr. Innes. Because, as I read the proposed change in section 15 (a), 
it amounts to practically a mandate to the Commission to entertain 
such adjustments. 

Mr. Youncer. I do not follow that necessarily at all. What makes 
you conclude that in regard to the bill 4 

Mr. Innes. The wording is so changed as to instruct the Commission 
to consider the rail rate in a vacuum, so to speak, without possibly per- 
mitting barge lines or competitive carriers to even appear in the 
hearing. Only those facts relative to the particular rail carrier are 
to be considered by the Commission. It would seem to me that any 
evidence we had to adduce- 

Mr. Youncer. If they had to produce facts and figures to show it 
wasac ern y rate, would that be satisfactor y? 

Mr. Innes. No, not in the sense that the term “ 
usually used by the rail carriers, sir. 

Mr. Youncrr. Fully compensatory. Would that satisfy you? 

Mr. Innes. If it was fully compensatory as to the particular com- 
modity over the particular route, [ think we would be satisfied. 

Mr. Youncer. And without discrimination ? 


compensatory” is 
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Mr. Innes. But there must be a differential in favor of barge trans- 
yortation, as indicated in my testimony, due to its slower nature and 
inflexibility. 

Mr. Youncer. If the railroads could prove, without question, that 
they had a fully compensatory rate, which is theoretical, which would 
be less than yours would be, would you deny the railroad or the public 
the right to have that rate / 

Mr. Innes. Yes, sir, because, unless there is a differential under 
such a rate for barge transportation, no barge transportation can 
exist. We cannot compete on a parity of service and rate with the 
rail carrier. 

Mr. Youncer. Then you are advocating here before the committee 
the theory that, if some mode of transportation can, under a fully 
compensated rate beat your rate, they should not, and the public 
should not have the advantage of that rate but they should hold the 
umbrella over you ¢ 

Mr. Innes. No, sir; that is not 

Mr. Youncer. That is what you just said. 

Mr. Innes. I believe not. My point is that, on equal conditions, 
no rail rate can be compensatory to the rail carrier and equal to our 
rate. I have shown 

Mr. Youncer. I just said theoretically; I said, in theory, if they 
could prove before the ICC that the rate was fully compensatory and 
nondiscriminatory, would that still be satisfactory to you ¢ 

Mr. Innes. Let me put it this way: If they could prove, I would 
agree, but I would like to be present to be sure that they so proved. 

Mr. Youncer. That is all right. 

Mr. Innes. And, under the revision of the act as you have it before 
you, I think we would not be able to be present. 

Mr. Youncer. But, if those factors were in and you had a right to 
appear, then you would be satisfied with the change; is that true? 

Mr. Innes. I think we would. 

Mr. Younger. Now, on two different occasions here you refer to 
Federal loans to railroads. Where-do you get that? 

Mr. Innes. That is quite accurate. I referred to the guaranteed- 
loan provision. 

Mr. Younaer. Yes, but there is no provision in any of the bills of 
Federal loans to railroads. 

Mr. InNeEs. No, but it is a guaranteed one. 

Mr. Youncer. You mention that on both pages 3 and 10. 

Mr. Innes. The statement should have been “Federal-guaranteed 
loans.” 

Mr. Youncer. Yes. There is one other thing I want to talk to 
you about. 

Mr. Innes. Yes, sir. 

Mr. Youncrr. You state on page 4 that your barge rate—the cost 
advantage to barge movement was at an average of 4 mills a ton-mile 
as compared with 1.4 of the railroad. Of course, if that is true, and 
that is the cost which would be a fully compensatory figure, why they 
could not, the ICC could not possibly grant a rate that would drive 
you out of business. 

Mr. Innes. Sir, may I point out that my statement is: 








This cost advantage is reflected in freight rates which, by barge, average under 
4 mills. 
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Mr. Younger. Yes. 

Mr. Innes. And 14 mills by rail. 

Those are just simple figures derived from dividing ton-miles into 
gross revenue. To the cost of any barge route, as I later state, must be 
added the cost of getting to and from the river and loading and 
unloading the cargo so that the advantage to the shipper differentially 

varies from rate to rate and situation to situ ition. 

Mr. Youncer. Then your opposition is theoretically against the 
bill, that is the Smathers bill, but not necessarily against any bill that 
we might write but advisory to us as to how you would like to have 
the bill written ? 

Mr. Innes. Yes, sir. 

Mr. Youncer. Thank you; that is all. 

Mr. Roserts. Mr. Innes, on page 3 of your statement you say that 
unreasonable restrictions on railroads should be removed but the 
fundamental restraints on the misuse of economic power should not be 
abandoned for any mode of transportation. 

What are some of the unreasonable restrictions that you had in 
mind in making that statement? What are some of the restrictions 
you consider to be unreasonable / 

Mr. Innes. Well, for example, Congressman, last year, the railroads 
put forth a bill to relieve them of some of the arduous provisions of 
fourth section relief in the publication of their rates. 

We supported that move. We at least made no objection to it. It 
simplified their tariff publication. 

Now to the extent that any similar situations exist where the rail- 
roads are being put to undue trouble and expense we would certainly 
approve of their being relieved of them. 

Mr. YounGer. What would be your attitude about section 22 rates? 

Mr. Innes. Well, frankly, I think section 22 rates are quite a 
nuisance. But I heard railroad testimony tothe effect that they rather 
liked them. And I would respect their own opinion in that regard. 

From our viewpoint we much prefer published standard rates ap- 
plicable to all shippers, Government and civilian. 

Mr. Roserrs. Do you think that while the Government has an ad- 
vantage in those rates that the end result is that the consumer is paying 
for that advantage that the Government is getting ? 

Mr. Innes. That is a possible result. I could not testify to it 
authoritatively, sir. 

Mr. Roserts. I| believe that is all I have. 

Mr. YounGer. Mr. Chairman, just one question. 

Are you interested at all in the agricultural exemptions, does that 
come in your movements at all ? 

Mr. Innes. It does not directly come into the section of the act 
which regulates barge transportation. 

I think it is more peculiar tothe trucking section. 

Mr. Youncer. That isall. 

Mr. Roserts. That is all. 

Thank you, Mr. Innes. 

Mr. Innes. Thank you, gentlemen. 

Mr. Roserts. The next witness is Mr. Ralph B. Dewey, president 
of the Pacific American Steamship Association, W ashington, D. C. 

Mr. Dewey, could you give the committee an idea of how much time 
you would require ¢ 
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Mr. Dewry. I would say inside 15 minutes—between 10 and 15 
minutes, Mr. Chairman. 


Mr. Roserts. All right. 


STATEMENT OF RALPH B. DEWEY, PRESIDENT, PACIFIC AMERI- 
CAN STEAMSHIP ASSOCIATION; ACCOMPANIED BY JAMES SIN- 
CLAIR, PRESIDENT OF LUCKENBACH STEAMSHIP CO., OF NEW 


YORK 


Mr. Dewey. Mr. Chairman, I am accompanied in these hearings by 
Mr. James Sinclair, president of Luckenbach Steamship Co., of New 
York, who is the president of the Prime Intercoastal Ship Operators, 
operating between the Atlantic and Pacific coasts of the United States, 
and Mr. Sinclair will make himself available for any questioning 
that ensues following my testimony. 

My name is Ralph B. Dewey, president of Pacific American Steam- 
ship Association, whose headquarte rs are in San Francisco, Calif. 

Our membe ship consists of the principal American-flag carriers 
operating to and from Pacific coast ports, and includes 3 companies 
engaged in intercoastal trade and 2 companies engaged in coastwise 
trade. 

I deeply appreciate the opportunity afforded me to report the view- 
points of west coast ship operators as regards to the subject legislation, 
with particular emphasis upon section : 

At the outset, Mr. Chairman, meg we state categorically that we 
firmly believe that section 5 is a radical depariure trom our national 
transportation policy, in that it grants to one form of common carrier 
transport a competitive advantage in ratemaking, which threatens 
the livelihood of other forms of transport, most particularly coastwise 
and intercoastal trade. 

Section 5 reads: 

Sec. 5. Section 15a of the Interstate Commerce Act, as amended, is amended 
by inserting after paragraph (2) thereof a new paragraph (3) as follows: 

“(3) In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a rail rate is lower than a reason- 
able minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode.” 

Before highlighting our objections to this radical proposal, it is im- 
portant to review the present status of the intercoastal and coastwise 
trade as compared with the prewar situation. 

As the committee is well aware, the intercoastal and coastwise ships 
were taken over immediately at the outbreak of hostilities in 1942, and 
it has often been said that some of the early allied campaigns in 
Europe and Africa would have been impossible without the inter- 
coastal trade vessels. 

While these vessels were engaged in war duties, the railroads took 
over the carriage of intercoastal commodities amounting to approxi- 
mately 7 million tons per year. As a result of wartime sinkings and 
as a result of the loss of customers to the railroads, vessels serving in- 
tercoastal trade have in the postwar period averaged only 50 ships 
compared with 139 prewar, and the present participation is a great 
deal less than 50 ships. 

28621—58——11 
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Similarly, the Pacific coastwise trade now only includes 7 vessels 
as compared with 127 vessels in the prewar period. 

When one ponders the tremendous increase in industrial produc- 
tion generally, and in particular on the west coast, and when we con- 
sider the population surge on the Pacific coast, it is obvious that there 
are deepseated economic conditions which have brought this about. 

This deepseated economic change is precisely what we are talking 
about here today, in section 5. 

Since the resumption of domestic water, commen-carrier opera- 
tions after the war, the railroads have engaged almost continually in 
a Vigorous campaign calculated to not only prevent the restoration 
of water service at its previous level but to limit the number of com- 
modities previously carried. 

In this campaign against the waterlines, the railroads have estab- 
lished subnormal rates between port areas on commodities which are 
susceptible to water competition. At the same time, the same rail- 
roads have seen fit to seek increasingly higher rates between noncom- 
petitive points. They have robbed Peter to pay Paul. 

We strenuously and vociferously object to the railroads’ plea for 
increased rates generally, when they have selectively held down rates 
on those commodities susceptible to water competition. There is 
little doubt that if the railroads were to be forced to use fully dis- 
tributed costs in these water-susceptible commodities’ rates, they would 
not be incurring the loss which force them to seek increases elsewhere. 

We have been amazed to notice the absence of consideration in 
these hearings for the welfare of inland communities where no deep- 
water or barge competition exists, and where rates are continually 
raised to take up the slack caused by the railroads’ inadequate rates 
and earnings in areas competitive with water transport. 

To state our views on section 5, our views are very simple. 

The Interstate Commerce Commission has now, and has for a 
number of years, granted the railroads all of the flexibility, all of 
the competitive rates that they need to subdue competing forms of 
transport. The Interstate Commerce Commission has done _ this 
despite the fact that the transportation policy in 1940 stares them 
in the face every time they have permitted this downward flexibility. 

We cannot undestand what more the railroads want unless it is 
the last ounce of flesh. Our industry stands before you today as 
exhibit A of the kind of decimation that has taken place under 
present interpretation of the law and forces us to draw the conclu- 
sion that if Congress were to pass section 5 that they no longer con- 
sidered domestic water transportation between the costs and along 
our coastlines to be important to the economy. 

This might be the Congress’ view, but it 1s not the view of shippers 
who use these services. 

In my efforts to be candid with this committee, I took the oppor- 
tunity of discussing the future of coastwise and intercoastal trade 
with five of the larger users of this service domiciled on the Pacific 
coast. 

Without exception, these shippers stand in awe of and greatly fear 
the consequences of section 5. Their reasoning is that if the railroads 
are given more latitude to continue rate warfare, that water carriers 
will soon be out of the picture. 
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When this happens, they reason, railroads will no longer have the 
incentive to quote low rates and west coast shippers will be at the 
mercy of a rate structure which very easily can put them out of com- 

etition with east coast shippers. : 

In short, they see the demise of water transportation as the begin- 
ning of a complete upheaval in the economies of their own enterprises. 

And while an untutored layman might think the repeated reductions 
in rail rates on water competition traffic would be an advantage to the 
shippers able to use such reduced rates, all indications are that the 
opposite is the case. Indeed, the records of the ICC in those cases 
where rail reductions are so obviously designed to cripple water trans- 
port shows that shippers have come in with full force to oppose such 
ail reductions, even though it might give them some temporary short- 
run cost advantage. 

Shippers who have been in business 100 years are quick to see such 
flimsy short-run schemes, and they know that in the long run, rail 
warfare against waterlines is against their own interest, and against 
the interest of their customers. 

Permit me to briefly summarize two classic examples of the kind 
of ratemaking the ICC has permitted in the coastwise trade, with the 
results that services have been curtailed and heavy losses incurred 
by waterlines. 

1. Lumber rates from Pacific Northwest to California: As we sit in 
this room today, we are 24 hours away from a devastating rail cut on 
lumber rates between Pacifit Northwest and California, which is the 
bread and butter of the remaining seven vessels engaged in coastwise 
transport on the Pacific coast. Despite protests by both shippers and 
ship operators, the ICC has rejected the petition for suspension of a 
30 percent rail cut effective tomorrow. This cut will bring the rail- 
roads’ rate down $15.35 per short ton. The water rate is now $18.85, 
which includes $13.75 for ocean carrier, $2.60 for dock charges and 
$2.50 for truck haul—and I would add parenthetically, those 2 rates 
are comparable, the $18 rate and the $15 rate. 

This new rail rate is not compensatory to the railroads, and if the 
waterlines attempt to meet this rate, it will not be compensatory to 
them. Thus, only one conclusion can be drawn from the ICC rejection 
to the suspension of this rate—that is, they are satisfied to watch the 
railroads move in with a noncompensatory rate and lose money in the 
process; and they are satisfied to let the waterlines either carry this 
lumber at a loss or go into oblivion—all in the interest of the national 
transportation policy. We wonder just what the words on the page 
mean in the 1940 act policy statement if it permits ICC to ignore the 
inherent advantages of each form of transport. . 

_ 2. Newsprint rates from Pacific Northwest to California: In 1952. 
in answer to pleas of citizens in Alaska for new carriers to come into 
that service and give the existing monopoly more competition, the 
Coastwise Line in San Francisco inaugurated service between Cali- 
fornia and Alaska. This company had previously only operated 
vessels between the Pacific Northwest and California. What made this 
Alaska service possible was the carriage of newsprint on the home- 
ward leg from the Pacific Northwest to California. Anyone familiar 
with the Alaska trade knows that it is a seasonal business and does 


not afford sufficient tonnage to guarantee the people of Alaska regular 
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consistent service. Therefore, the newsprint was the balance wheel 
that made it possible for the Coastwise Line to supply this new service, 

In May of last year, the ICC turned a deaf ear to protests by this 
company against rail rate reduction on newsprint which was caleu- 
lated to take away from the watercarriers this newsprint tonnage, 
This rail reduction came on the heels of a new innovation of designs 
in one of the Coastwise Line vessels which permitted rapid loading 
and unloading of newsprint with minimal damage claims. Obviously 
the railroads’ choice here was either to create innovations of their own, 
or to use the rate weapon to cut this new form of competition down 
to size. Typically they chose the latter and the ICC went along with 
it. Today the Coastwise Line has abandoned its Alaska service on 
the grounds that revenue on newsprint is inadequate to make up the 
loss incurred as a result of inadequate newsprint tonnages to and from 
Alaska. Not only has Alaska lost this service, but the fortunes of 
Coastwise Line have been so decimated and their losses are so heavy 
that their chances of survival are poor. Some say it is only a matter 
of time. 

In addition to open warfare on rates by the railroads, they have 
also protested every petition by the coastwise water carriers to increase 
their ports of call, to increase their commodity participation in the 
trade, and to increase the value of their service to their customers. 

When one looks into the restrictions placed on our coastwise water 
carriers, and when one considers the way in which railroads protest 
every attempt to retain business they have had for 100 years, the only 
conclusion possible is that coastwise water carriers and intercoastal, 
as well, operate under a regulatory system that is far more restrictive 
than that which the rails object to. 

If this committee were to look into the matter, which indeed they 
have not done in these hearings, they would find that the freedom of 
operation of other forms of transport are often more seriously cur- 
tailed than has been true in the rails. 

But, of course, these small companies are not equipped to spend 
millions of dollars a year in institutional advertising and in lobbying 
efforts to develop their case before the bar of public opinion. Never- 
theless, it has all the merits of the railroad case, and suffice it to say 
that only one-half the story has been told. 

The passage of section 5 will, in our view, be based upon only 50 
percent of the evidence that is actually available in the matter of 
freedom of competition in domestic transport, generally. 

While we keenly appreciate that this committee desires to continue 
its hearings to section 5, we are constrained to use this occasion to urge 
that any financial aid to the railroad, as envisioned in section 6 of this 
legislation, should be likewise applicable to all carriers subject to 
part 3 of the Interstate Commerce Act. 

Intercoastal and coastwise lines are in dire need of loan funds for 
working capital and equipment replacement. To leave them out of 
this is to favor one form of domestic transport over another. We 
strongly urge that the language in section 6 confining its terms to 
railroads be stricken and that clarifying language, permitting the 
use of section 6 by all carriers subject to part 5 of the Interstate Com- 
merce Act, be substituted. 

Mr. Chairman, that concludes my formal presentation except to 
suggest to vou that I have some figures here developed, which I would 
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be glad to discuss in very brief, the very briefest of terms, and, fol- 
lowing that, I would like to ask the chairman to give consideration 
to seeking from the Interstate Commerce Commission, as a supple- 
mental submission of information to these hearings, financial data 
which would be comparable to that which was requested of them this 
morning in connection with rail companies that are in the red and 
those which are in the black. 

A set of figures of that sort would be most enlightening to the com- 
mittee and would, I think, make a substantial contribution to this 
record. 

These figures would be developed along the lines—to be confined to 
the coastwise and intercoastal ship operators which make formal fi- 
nancial reports to ICC, and that information is all there. 

Mr. Rorerts. The Chair would like to state that the committee 
would be glad to take your request under consideration. 

Mr. Dewey. Thank you, sir. I would just conclude with some 
rather poignant figures that somewhat follow along the lines of some 
that the rails have presented in these harings, and in the Senate. 
Here is a company that in 8 years took in $136 million in gross rev- 
enues and wound up with a $5,380,000 loss. That company is now 
out of business. 

Obviously, you don’t operate like that on ground 

Mr. Roserts. What is the name? 

Mr. Dewry. The name of that company is the American Highway 
& Steamship Co., and their announcement at the time they went out 
of business focused very much on the rate structure under which they 
had been forced to operate and could no longer operate. 

The coastwise line, to which I referred earlier in my testimony, in 
8 years, 1948 to 1955, had $73 million of gross revenues and earned 
only $917,000. 

The Luckenbach Steamship Co., in the same 8-year period, had 
gross revenues of $299 million and lost $4,650,000. 

The Pacific-Atlantic Steamship Co., which also has gone out of 
business, in the 8-year period, 1948 to 1955, took in $82 million in 
gross revenues and only made $754,000. 

The Pan-Atlantic Steamship Corp., in the same 8-year span, took 
in gross revenues of $101 million and had a net profit of $392,000. 

That company, that latter company, the Pan-American Steamship 
Corp., I was advised this morning, has now also gone out of the inter- 
coastal business. 

Another company, Pope & Talbot, Inc., in the same 8-year period, 
took in $134 million in gross revenues and wound up with a net profit 
of $2,504,000. 

All of these figures, Mr. Chairman, are from published reports 
or from reports filed with the Interstate Commerce Commission, and 
are a part of that agency’s reports. 

I could go on, but I think I have given enough examples to suggest 
to your committee the logic and the contribution that these figures, 
carefully calculated by the ICC, would make a significant contribution 
to the record. 

Mr. Roserts. Does that conclude your statement ? 

Mr. Dewey. Yes, sir; that does. 
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Mr. Roserts. I note on page 3 you say: 


We have been amazed to notice the absence of consideration in these hearings 
of the welfare of inland communities where no deep water or barge competition 
exists. 

And I note, too, that, on page 7 of your statement, you preface one 
remark by this statement : 

If this committee were to look into the matter, which, indeed, they have not 
done in these hearings, they would find that the freedom of operation of other 
moray of transport is often more seriously curtailed than has been true in the 
raus. 

Now, I might say this, that the list of witnesses this afternoon, at 
least 50 percent of the time of this committee is being given to gentle- 
men who have taken pretty much the same viewpoint you are, in oppo- 
sition to section 5 of the proposal, and I have always found that this 
committee is willing to hear just about every pour who seeks to come in. 

I can’t see much basis for that criticism. I didn’ t set up these hear- 
ings, but I have always had an idea that the chairman of this commit- 
tee does his best to hear all viewpoints, and I think that is the senti- 
ment of the members of this committee. 

Mr. Dewey. Well, thank you for the criticism, Mr. Chairman. It 
is well placed. 

I think it was rather a poor choice of words in stating that the do- 
mestic transport system is a composite of rails and water and truck 
and everything, and that the focus has been so helpful upon the prob- 
lems of the railroads that some of the rest of the forms of transport 
have a feeling that the only group that is heavily regulated, the only 
group that is “heavily burdened, the only group that is he: wily in debt, 
is the railroads, and, if I have chosen the words wrong, my intent was 
to suggest that this is a much more large problem than just the rail 
burden which has been portrayed. 

Mr. Younger. Mr. Chairman, I interpreted the witness’ remarks as 
applying to the Senate hearings, not to these hearings. I thought he 
had reference there because I thought he was speaking about the Sen- 
ate bill all the time, and I thought he was referring to the Senate hear- 
ings, and not to these. 

Mr. Dewey. If the chairman and Mr. Younger will forgive me, the 
fact that both hearings are going conc urrently now has, naturally, 
forced the use of similar testimony in both Houses, and, perhaps, this 
testimony is more directed at the Senate hearings than in these hear- 
ings. Lappreciate the criticism. 

Mr. Roserts. I think we can live through it, but we would be glad 
for you to be criticizing the Senate committee instead of the House 
committee. 

Any questions from the gentleman from Maine ¢ 

Mr. Hare. Mr. Dewey, your complaint on these lumber rates and 
newsprint rates is that they are not compensatory. 

Mr. Dewey. A little bit more than that. Naturally, whether they 
are compensatory or not is a matter of judgment of people that have 
the opportunity to see all the figures. 

Our complaint is that, in the ICG, it has not even granted a hearing 
in either of these cases to hear it on its merits, so you, né iturally, make 
your own calculations on what you think the rails are coming out— 
how the rails are coming out financially, and our calcul: ations show 
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these rates in both cases are not compensatory, but I think the bar of 
justice requires that this whole thing be aired in a hearing on its 
merits. But we never seem to get those hearings, which gets ; around 
to the final conclusion 

Mr. Hare. Has the ICC refused to give you any hearings? 

Mr. Dewey. On both cases. 

Mr. Hate. Your complaint, along those lines, really takes preced- 
ence over anything you have to say “about possible legislation ; is that 
correct 

Mr. Dewey. Mr. Chairman, [ think it fits in very intimately with 
the section 5 provision of this legislation in suggesting that the rail- 
roads seem to be able to exert this flexibility, w on the aid of the ICC 
or the approval of the ICC, and we wonder, really, just how much 
more flexibility they want. They can go pi n to the basement on 
rates. Our petitions are denied. Now, what more flexibility can this 
Congress give them than that? 

Mr. Haug. Yes. 

But your complaint really is that they are doing now with appar- 
ent impunity exactly what they would be permitted to do under sec- 
tion 5, if enacted; is that right? 

Mr. Dewey. You could get around that conclusion. We at least 
would like to leave the door open and leave the transportation policy 
section unfettered by cluttering it up with this section 5 so that at least 
we have a pure, un: adulterated section of the act to plead for in try- 
ing to stop this downward pressure on the rates. 

Mr. Hate. Yes. That is right. 

If 1 understand you, you say that all the evils which would be 
brought about by enacting section 5 are already manifest in these two 
rates that you mention ? 

Mr. Dewey. Yes, sir. 

Mr. Hare. Because the ICC will not enforce the existing law? 

Mr. Dewey. I wonder if Mr. Sinclair might add to that. He has 
so many years in this business. 

Mr. Sinciam. I think its complete disregard 

Mr. Hate. Won't you identify yourself? 

Mr. Sinciatr. James Sinclair, president, Lukenbach Steamship 
Co. 

The complete disregard of what we think is the transportation 
policy of the United States as stated on page 1 of the Interstate Com- 
merce Act. 

And section 5 is a great uncertainty as to how that would be ap- 
plied, whether it would be applied as it has been in this case, whether 
it would be applied on the added traflic theory of all basic costs being 
ignored and simply on the traffic at hand and the ship is going any- 
how, or the train is going anyhow, or whether it would be on fully dis- 
tributed costs which I understand the members of the committee to 
mean when they said “fully compensatory rate.’ 

Mr. Hare. Then one of your apprehensions as to section 5 is as to 
the manner in which it might be construed; is that right, Mr. Sinclair? 

Mr. Sinciair. Yes, sir. 

[ think that the transportation policy is sound and should apply to 
all carriers. There should be that. restraint against unfair and de- 
structive competition or prejudice or preference, as a matter of fact. 
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Mr. Hare. How many companies are left in the coastal trade on the 
Pacific coast, Mr. Dewey ? 

Mr. Dewry. Two. 

Mr. Hate. Just two? 

Mr. Dewey. Coastwise Line and the Oliver J. Olson Co. 

Mr. Hae. And there are three coastal ? 

Mr. Dewey. There were 4 this morning, and now 3 this afternoon. 
According to advices we have just received, one of the companies has 
just instructed its agents to suspend its eastbound operations commenc- 
ing June4. Mr. Sinclair can correct me on that. 

Mr. Srncrarr. I think there is more than that. 

There were 5 and are now 4. But there are some lines that call en 
route either to the Far East or from the Far East, and participate to 
the extent that they have space available after taking care of their 
foreign trade. 

Now some of the carriers are proprietary carriers on a large sense 
in that they carry lumber for the most part, and that is the reason 
they are in the trade, or steel in the reverse direction. 

When it comes to a real common carrier of general cargo west- 
bound, we are standing pretty much alone—that is Luckenbach Steam- 
ship Co. 

Mr. Hate. Then the Pacific American Steamship Association rep- 
resents pretty much everything there is in the coastwise and inter- 
coastal—in the coastwise on the Pacific coast and the intercoastal; is 
that right ? 

Mr. Srncuatr. That is right. They do not speak for the coastwise 
on the Atlantic; I think Mr. Weller spoke for the two coastwise com- 
panies here. 

Mr. Harz. What is the company going out of business here today ? 

Mr. Srncuiatr. This was just a report we received on the teletype 
that the Pan-Atlantic Steamship Co. which was only recently granted 
a certificate by the ICC last week announced it to be unprofitable, and 
this morning it is reported they have also given up their eastbound 
intercoastal business. That isa report. I cannot say that it is a con- 
firmed announcement. 

Mr. Roserts. The gentleman from Georgia. 

Mr. Fiynt. Mr. Dewey, I was interested in your treatment of news- 
print rate: the situation stated on pages 5 and 6 of your statement. 

Am I correct when I read in there that your principal criticism 
throughout your presentation here is directed toward rates which are 
not compensatory. 

Mr. Dewey. Yes, sir. 

Mr. Fiynt. Do you have any expressed objection to as low as pos- 
sible rates provided they are compensatory ? 

Mr. Dewey. I really do not see how one could criticize fully com- 
pensatory rates. I would not want fully compensatory rates in the 
steamship business criticized, and I think fully compensatory rates 
in the rail business, but we have had so little opportunity to determine 
whether they are fully compensatory and our own calculations based 
on certain known cost factors always lead us to the conclusions that 
the rails have come in with a rate that is not fully compensatory and 
still we cannot get a hearing to prove it or disprove it so we conclude. 

Mr. Fiynt. I had another question to follow the first question I 
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asked, but your answer to my first question prompts this question: Is 
there any way to tell in advance, other than just an educated estimate, 
whether a particular rate will be compensatory or noncompensatory ? 

Mr. Dewey. Mr. Sinclair has commented 

Mr. Sincuatr. Well, the Interstate Commerce Commission, the ap- 

licant before it, can get the information necessary to determine 
whether it is based on fully distributed costs or merely an added-traffic 
theory. 

Mr. Fiynt. Did you want to add anything to that ? 

Mr. Dewey. I would only say when a rail line offers a reduced rate 
they present certain figures to support it. 

We run those figures out, and we cannot see where they are fully 
compensatory, and apparently ICC either does not run them out or 
just decide willy-nilly that they will approve the rate or at least they 
will reject the petition for suspension. 

Mr. Fiynv. Has it been your experience that when requests are 
made to the Interstate Commerce Commission for lower rates that 
invariably those requests follow gains made by competing modes of 
transportation ? 

Mr. Sinciatr. Strange to say, in spite of the plight of the railroads 
the reduced rates seem to follow right on the heels of a plea for ad- 
vancement of rates which has recently been granted. 

Mr. Fiynv. Do you feel if one carrier can provide a service at a 
rate which is compensatory, should the public have the benefit of that 
rate even if it is lower than the rate of another carrier under similar 
conditions and circumstances 4 

Mr. Dewey. I would again answer that—excuse me, Mr. Flynt, that 
is correct, sir. 

Mr. Flynt, that “compensatory” is a bit of an elusive term. I like— 
if you would ask the question “fully compensatory,” I would probably 
have to answer “Yes.” 

But there are all kinds of traffic theories upon which the railroads 
establish whether a rate is compensatory or not, and as Mr. Sinclair 
pointed out frequently they just say it only costs us X dollars more 
to tack on 3 more rail cars on this particular run and therefore what 
it takes to cover the cost of those 3 rail cars is compensatory—and 
we say it is not compensatory if these 3 rail cars do not absorb their 
share of the total operation. 

Mr. Fiynt. Let me return briefly to this newsprint situation that 
you discussed. 

Do you know of any instances where the rails have filed for re- 
duced rates for carrying newsprint where there was no other readily 
available mode of transportation ? 

Mr. Dewey. Well, I certainly do not. I do not know of any case 
where the rails have dropped the newsprint rate where there was no 
other competing mode of transport. 

Mr. Fiyntr. Were you here this morning when Mr. Innes referred 
to certain charts and referred in his statement to the rates on grain, 
where he said : 





As an example a rate of 37% cents will buy a grain shipper only 133 miles of 
transportation from Jacksonville, Ark., to Memphis, Tenn., presumably there 


being no barge transportation available there. 
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On the other hand, if he can get his grain to a river port, he can 
buy 685 miles of rail transportation paralleling the river for 37 
cents, approximately 4 to 414 times as much ton-mileage as he has to 
pay if there is no river transportation available. 

Tave you found a similar situation in the area which you serve? 

Mr. Dewey. I would have to calculate that, sir. 

I have never done it, calculated it in terms of ton-miles, in the 
fashion that Mr. Innes did. 

Whether or not we would come up with a parallel comparison, I 
just do not know. I do not think we could make in the coastwise 
and intercoastal trade, I do not think we could make that good a 
showing as compared with rail transportation, but a showing of 
reduced cost vis-a-vis rail rates could be shown. 

Mr. Fuiynr. In that same connection, since one of Mr. Innes’ charts 
refers to a town located in the center of the district which I repre- 
sent, he refers to a 616-mile shipment from Jones Mill, Ark., to New- 
nan, Ga., and lists a rate, a freight of $18.37 for a shipment of 
identical cargo from Chalmette, La., to Chicago, Ill., which is nearly 
half as far again, in this instance 890 miles compared with 616 miles, 
the freight rate is $13.26 per ton compared with $18.37 per ton rate 
for a substantially shorter distance. 

Do you feel that that analysis and that comparison sets forth the 
same general picture that you have presented and given to us in details 
in the newsprint circumstances ? 

Mr. Dewey. Indeed, I do, sir. 

If you were to take fully distributed costs of hauling newsprint 
by rail and fully distributed costs of hauling newsprint by water a 
showing would be made that the water haul was markedly cheaper 
than the rail haul. 

Here again, however, you always have to remember that the ship- 

er will use the cheaper form, that shipper who does not need speed 
in his delivery. 

The rail has inherent advantages which are reflected in there, nor- 
mally in their higher rate, such as speed, store-door delivery, and so 
forth, so that there is the difference; if we were not cheaper we would 
not be entitled to be in business. 

But we are—out of our fully distributed costs on heavy commodities 
like newsprint and lumber, are cheaper than the same heavy com- 
modities in the movement by rail. 

The rail has this inherent advantage of speed, and many shippers 
will use the higher rate rail when speed is essential 

Mr. Fiynr. Are you aware of statements which have been made, 
and in some instances introduced into the record on this and related 
hearings, that while the actual time-distance factor is much less by 
rail than by steamship, coastwise steamship, that there are certain 
instances whereby a loaded freight car has been shipped from Sa- 
vannah, Ga., and delivered in an actual lesser amount of time than 
a similarly loaded freight car which came by rail, due to the fact that 
there were unconscionable delays in transit due to being shunted aside 
in yard movements or otherwise / 

Mr. Dewey. I have heard examples of that, Mr. Flynt. 

Mr. Fiynr. Do those conditions exist on the west coast as well as 
on the east coast ? 
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Mr. Dewey. I am not completely familiar with the situation, but I 
seriously doubt 

Mr. Fiynr. You know of no examples like that? 

Mr. Dewey. I cannot conceive of a network of rail north-south on 
the Pacific coast that would cause all the delays you have just de- 
scribed. 

It is something which just does not require so many interchanges. 
Itisa fairly c lean route north and south by rail. 

Mr. Firynr. Thank you again, Mr. Dewey, and also Mr. Sinclair. 

Mr. Dewey. Thank you, Mr. Flynt. 

Mr. Roserts. The gentleman from California. 

Mr. Younarer. Mr. Dewey, in your statement you are talking about 
the American-Hawaiian Steamship Co. and you made this statement, 
that they went out of business because of the rate structure under 
which they had to operate. 

Mr. Dewry. Well, the intercoastal ship operators, by sheer force of 
necessity and by reason of their slower transit, must operate at rates 
Jess than transcontinental rail rates, so that it is the transcontinental 
rail-rate structure that is the umbrella under which intercoastal ship 
operators must operate or go out of business. 

Now when that umbrella comes down and smothers the intercoastal 
trade, the intercoastals go out of business, and that is exactly what 
happened to the American-Hawaiian and the rest of them who have 
gone out. 

They just cannot live under that umbrella and they are smothering 
while the inland community are picking up the slack; 88 percent a 
year ago—TI do not know what it is now; a year ago it was 88 percent. 

Now it is a—I guess it is 100 percent. They keep holding the rates 
down on commodities mov ing between the two coastlines. 

Mr. YounGer. I understand just the same as our colleague, Mr. Hale, 
that under the present law you are suffering the same difficulties that 
you anticipate you would suffer if the law were changed. 

Mr. Dewry. We live in hope, Mr. Younger. We live in hope that 
maybe this open door that we look on as the policy statement in the 
1940 act, some day the ICC will see the light just maybe before we make 
our last gasp. 

But section 5 will put the handwriting right on the wall; we have 
had it. 

Mr. Youncer. But if you had a change whereby you will have two 
factors, one is that the rates must be fully compensatory and non- 
discriminatory, and that opposing carriers would have the right to 
appear, if that were written into the law now, would not that cure 
what you are complaining about in the existing cases? 

Mr. Dewey. Will you take that one, Mr. Sinclair ? 

Mr. Sinciair. Well, I do not know what you are going to write or 
how you are going to change the national transportation “policy. 

Mr. YouNcer. Well, isn’t that the intent of the national policy ? 

Mr. Stncuarr. The intent of the national policy is to preserve the 
various modes of transport and the advantages inherent in each of 
them. 

Mr. Younger. That is right. 

Mr. Srncuarr. Now, the railroads originally made a frontal attack 
on the national transportation policy and got nowhere. 
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They then came up a little off the beat with the three “shall nots” 
designed for the same purpose and did not get anywhere. And now 
they have come up with a very simplified form of the same thing, 
We do not know how it will be construed by the ICC or the legislators 
or what the congressional record will be but we feel we do know the 
intent of the railroads and that is to get freedom of action to knock out 
their competition. 

Mr. Youncer. But the testimony that Mr. Dewey gives and the testi- 
mony that Mr. Innes gives and the testimony that we had yesterday 
from a number of witnesses was to the effect that while they all recog- 
nize and agree to the transportation policy, the ICC is not carrying 
out that policy in the determination of rates at the present time. 

Otherwise, you would not be complaining about the lumber rates 
or the newsprint rates from Alaska. 

Mr. Srncviatr. But we feel they have the power to carry out the 
policy, and if you put this in the act they will feel they no longer have 
the power to carry it out. 

Mr. Youncer. But could not you strengthen the law so that the ICC 
will, without doubt carry out that policy which you all agree upon 
is the policy that should be the transportation national policy ¢ 

Mr. Stnciarr. We all agree, except the railroads. 

Mr. Youncer. Sir? 

Mr. Srvcrarr. I do not think the railroads agree to that. 

Mr. Younger. Well, you cannot speak for the railroad but can you 
speak for your own self ? 

Mr. Srnciarr. Yes. We believe that in whatever manner you can 
strengthen it to have the national transportation policy adhered to, 
we will be for that. 

Mr. Youncer. You would be agreeable to that ? 

Mr. Srnciatr. Yes. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Roserts. The gentleman from Kansas. 

Mr. Avery. No, thank you; Mr. Chairman. 

Mr. Roperts. Mr. Chairman ? 

The Cuarrman. I am sorry I did not get the benefit of all of your 
statement, Mr. Dewey, but obviously you are somewhat concerned 
over the competition from railroads particularly. 

Where does your company operate ? 

Mr. Dewey. I represent a trade association consisting of 12 steam- 
ship lines of what 5 are engaged in domestic commerce and the rest of 
them are engaged in foreign commerce. 

I am addressing myself to the interests of the 5 engaged in the 
domestic commerce, 3 in intercoastal trade and 2 in the coastwise 
trade, and that is we are a trade association which consists of all of 
the American-flag ship operators on the Pacific coast. And in that 
membership are these five domestic trade water carriers. 

The Cuamman. Well, what was that you referred to when I came 
in a moment ago that yesterday you had 4 operating and today 3, 
or this afternoon, this morning 4 and this afternoon 3 ? 

Mr. Dewey. Mr. Sinclair corrected that. There were 5 and now 
there are 4. 

The Cuatrman. Five what? 

Mr. Dewey. Five intercoastal steamship operators and now there 
are 4, 
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Just to clarify it, of the 5 that were in business yesterday, 3 of them 
are in my membership and I am, the problems are all common to all 
of us. . 

Now there are only 4 of which 3 are in my membership. So—— 

The Cuarman. What is the name of one that went out of business 
this morning or this afternoon? — ae 

Mr. Dewey. The Pan-Atlantic Steamship Co. which is a subsidiary 
of the Waterman Steamship Co. They are sometimes identified as 
Waterman Steamship Corp. The headquarters of that company are 
Mobile, Ala. 

The CuarmrMan. Didn’t the decision of the Supreme Court yester- 
day have something to do with that fact! 

Mr. Dewey. No, sir, It did not address itself, the decision that 
you referred to, have anything to do with the ratemaking in the for- 
eign trades, nor with ratemaking in the domestic trades. 

The Cuarrman. You have expressed your feeling which I can ap- 
preciate very much, with reference to this entire matter, and as I have 
said heretofore, the keen feeling of controversy between the modes 
on this matter is increasing, it is growing daily. 

It is not good for the public. Now your remarks as to what you 
feel that the people think and what the position of the Congress is, 
seem to be rather intemperate in that they are full of implications. 

I am sure that we who are in Congress do not have the benefit of 
being back home with our people every day, as you, some of you who 
are there all the time, but I would venture to say that we see more 
of the general public and are in contact with the general public 
more of us here in Washington than you do in your own business with 
the particular group that you are associated with. 

You talk about the views of the people, the shippers, and you say 
that this might be the Congress’ view, but it is not the view of the 
shippers to use these services. 

That would indicate that you feel the Congress is not necessarily 
protecting the interests of the shippers. I don’t think you meant 
that, did you? 

Mr. Dewey. I certainly did not, Mr. Chairman. 

The CuHairMANn. You know it is the Congress that wrote the Trans- 
portation Act of 1940? 

Mr. Dewey. I certainly do. 

The Cuarrman. You know that ? 

Mr. Dewey. I certainly do. 

The Cuarrman. And you know the Congress has maintained it since 
that time, don’t you? 

Mr. Dewey. Yes, sir. 

The Cuatrman. And has tried to get both the carriers, the various 
modes that operate under that act, and the Commission itself, to com 
ply with what the intent of the Congress was. 

At that particular time, it was just about as it is now. 

Mr. Dewey. Perhaps my remark 

The Ciaran. It was an attitude toward each other that you want 
to destroy each other and that is bad. 

_ Mr. Dewey. Perhaps my remark was a little bit in the realm of 
Jealousy, Mr. Chairman. 
The CuatrMan. Youareentitled tothat. | Laughter. | 
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Mr. Dewey. I wish we could turn on the institutional advertising to 
tell our story to the American people in as excellent a fashion as ‘the 

‘ails have. 

We take some issue with the story. We are just a little bit envious 
of the money they spend on it. We wish we could do the same. 

The Cuatrman. Perhaps that is another essential of expression of 
your feeling, and we see some of the results of those activities around 
here, too, and I think if you would come up and look at my mail some- 
time and see what is going on with reference to the activity or walk 
into the offices of any “other and then find out who is doing what, as 
long as you are labeling these sharp criticisms and practices at some- 
body else, you had better think about what you are doing in your 
own camp. Because I receive them myself, as do others, and there 
is a reason for it, because you are concerned and you are jealous. 

But I do not believe that you can justify yourself in sharply 
criticizing somebody for doing some of the same things you are doing 
yourself. 

Mr. Dewey. I will accept the criticism, sir. 

Perhaps I don’t understand it exactly. Maybe we can discuss it 
some other time so we could understand it. 

The Cuamman. I will be glad to and I will be glad to show you the 
wires that I get and the communications and the other contacts that 
are made. 

I appreciate the activity of people in groups toward what they think 
is right, and they are entitled to petition the Congress. 

Mr. Dewey. Absolutely. 

The Cuarrman. It is their job to protect you and everyone else. 

As long as you are asking for this, are you familiar with section 305 
of part 3 of the Interstate Commerce Act / 

Mr. Dewey. I am, sir, vaguely, roughly. 

The Carman. You have rightly so expressed your own feeling 
and viewpoint, have been expressing yourself with reference to an- 
other mode in this business. 

Would you express what you think they are trying to get, would 
you grant to them the same language that the Congress granted to 
your mode of transportation ? 

Mr. Dewey. Well, section 305 (c) is on the books, but as I ex- 
plained before, we operate under a rail umbrella. We have never had 
occasion to call into play that thing. It is really quite meaningless 
to the Coastwise & Intercoastal Lines. 

The CuarrMan. There must have been a reason for its being in- 
cluded. 

Mr. Dewey. I am not familiar with the history of it, but it does 
not mean much to us operating under a rail umbrella that we do. 

Is it short, could you read it ? 

The Cuamman. Yes, I will be glad to read it. 

Mr. Dewey. Read it into the record. 

The CuHatrmaAn. For your information, because I think we are 
considering what is fair, we have to try our best to consider what is 
fair across the board. 

Mr. Dewry. Absolutely. 
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The CHatrMan. Because we have got to maintain water carriers, 
the transportation of air, and unfortunately, there was just another 
air accident just a few minutes ago. 

How in the world the military can keep operating on these air- 
ways with these fast jets sl: ughtering people, I don’t know. Right 
out here at Harper’s Ferry, a jet collided just a few minutes ago with 
Capital’s Viscount, and every body was killed. 

We have got to maintain air and safety in air, and we have got to 
have our rails, and we have got to have our motors. 

What do you think the people and the Congress are providing these 
great modernized highways for if it is not to protect and preserve 
this great mode of tr ansport: ition. 

But what this does, it is subparagraph (c) 

Provided that this subsection shall not be construed to apply to discrimina- 
tions, prejudice or disadvantage to the traflic of any other carrier of whatever 
description differences in the classification, rates, fares, charges, rules, regula- 
tions, and practices of a water carrier in respect to water transportation from 
those in effect by rail carrier with respect to rail transportation shall not be 
deemed to constitute unjust discrimination, prejudice, or disadvantage or un- 
fair or destructive competitive practices within the meaning of the provisions 
of this act. 

I have the act here before me. I think the Congress has gone 
pretty far in trying to protect and preserve the type and mode of 
transportation that you have such great concern about here and so 
express yourself, and I think this is an expression of what the Con- 
gress has said and done about it. 

Mr. Dewey. I appreciate that that section " is b ": brought into 
the record because it gives us a chance to say, Mr. Chairman, as I 
said before, that that section has never aes any protection to the 
water lines. It has hardly come into play at any phase of rate- 
making. 

I am not authorized—— 

The CuatrmMan. Nevertheless, it is fair? 

Mr. Dewey. I am not authorized to recommend it be removed from 
the act. 

The Cuarrman. But nevertheless, it is fair, and can be used for 
protection if necessary ? 

Mr. Dewey. I don’t know what else I can say. 

Mr. Stncratr. I don’t know what the legislative history is of that 
section. I know at the time that was adopted, we were not in favor 
of it. But I think what it says, in essence, or what it intended to say 
was that water rates being naturally under the rail rate were not to 
be construed as unfair discrimination in and by themselves. 

[ still think you could have an unfair and destructive rate by water 
carriers, and as a matter of fact, the ICC has, from time to time, sus- 
pended rates which it held to be destructive or unfair. 

The CHAIRMAN. pom is all. 


Mr. Sinchatr. . Chairman, I just would like, if you will agree, 
to call your sintice to the fact I sent Mr. Harris a copy of the tele- 
gram that I had sent to Mr. Magnuson on the 14th of May, snd ask 


that it be included in your record. 
It isa very short telegram of the position of my own company. 
Mr. Roserrs. Is there ob jection ¢ 
Hearing none, the wire will be included. 
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(The telegram referred to is as follows :) 
New York, May 14, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committce, 
United States Senate, Washington, D. C. 

Understood from Senator Smathers talk before traffic club luncheon (New 
York) yesterday that S. 3778, which received yesterday, would be considered 
by whole committee today. This contrary impression I received from phone 
conversation your office last week that ample time after submission of subcom- 
mittee views would be available for competitive industry comment although 
further hearing unlikely. 

Senator Smathers stressed importance of rate section and indicated is so 
treated in bill as to preserve prohibition in national transportation policy 
against unfair and destructive competition. This is not clear and may be 
otherwise interpreted; at least we have reason to feel that the purpose of the 
railroad recommendation was to destroy the national transportation policy in 
this respect by amendment to section 15-A. The Interstate Commerce Com- 
mission recently condemned such relaxation of rate control under 15—A on the 
basis it would permit unfair and destructive competition. 

Reasonable minimum rate as proposed in section 5 of the bill may also be con- 
strued on added traffic theory instead of on fully distributed cost and profit 
and accentuate the old railroad game of cutthroat competition against inter- 
coastal and coastwise water carriers while making up such deficits by upward 
adjustment of noncompetitive rates. All carriers should, inpublic interest, re- 
main restrained constantly by the provisions of the national transportation 
policy against unfair and destructive competition. 

The intercoastal and coastwise lines disappeared through requisition for last 
World War service and partial restoration has been achieved against great 
odds. Even this partial restoration has been losing ground recently and the 
records will show that there is no financial aid needed by the railroads that is 
not needed as much or more so by its competitors in coastwise and inter- 
coastal trade. 

For our company we must insist, in equity, that any financial assistance made 
available to our rail competitors should likewise be available to us, 

LUCKENBACH STEAMSHIP Co., INC., 
J. SINCLAIR, president. 

Mr. Rorerts. Thank you. 

Mr. Dewey. Thank you, Mr. Chairman. 

Mr. Roperrs. Our next witness is Mr. Walter R. McDonald, com- 
missioner of Georgia Public Service Commission, Georgia. 


Mr. McDonald. 


STATEMENT OF WALTER R. McDONALD, COMMISSIONER, GEORGIA 
PUBLIC SERVICE COMMISSION, ATLANTA, GA. 


Mr. Frynvr. Mr. Chairman, it is my pleasure to welcome Mr. Walter 
McDonald in his appearance before this committee. He is at present 
commissioner and a former chairman of the Public Service Commis- 
sion of Georgia. In addition to that, he has been very active in the 
work of the National Association of Railroad and Utilities Commis- 
sioners. 

Mr. McDonald, it is my pleasure to welcome you to our committee 
hearing today, and you may proceed. 

Mr. McDonatp. Thank you, sir. 

Mr. Chairman, I am sorry I do not have a written statement, but I 
heard about this hearing while I was out of my office and didn’t get 
back there except to get by and pick up some old notes I had made in 
connection with other appearances up here. I will undertake to be 
brief and if I can a little further extend, regarding my appearance 
here today, my experiences in connection with ratemaking. We have 
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one of the oldest local regional organizations, known as the Southeast- 
ern Association of Railroad and Utilities Commissioners, in the coun- 
try, and I have been president of that organization since 1937. I had 
to deal with the formation of the Southern Governors’ Conference 
and have served since its organization as the director of the freight 
rate section, and spearhe: aded all of our efforts down there in cor recting 
the rates through the commodity cases, and the class rate cases. 

As you gentlemen know, we have an organization known as the 
National Association of Railroad and U tilities Commissioners com- 

osed of all of the regulatory commissioners of all of the States as 
well as the independent regulatory agencies of the Federal Government. 

It is true, however, that what financing we need is done by the 
States, and we also make the policy. When I speak here of policy, 
I would not, of course, include these Federal agencies, because they 
meticulously avoid voting on policy matters or getting into our local 
politics. 

My appearance here today is strictly related to some of my work 
with the national association. I am a former president of that organi- 
zation, and have served 1 year as its general counsel, and am a member 
of the executive committee. We have each year annual conventions 
of 4 days usually, and the proceedings of those conventions really 
provide quite a textbook in the field of regulation. It is a very serious 
convention. 

Back in 1949, I led the discussion that is entitled “The Increasing 
Passenger Deficit Problem of the Railroads,” and growing out of that 
offered a resolution proposing that a special committee be set up to be 
known as a special committee to cooperate with the Interstate Com- 
merce Commission in the study of the railroad passenger deficit 
problem. 

In that resolution, we recognized the need for cooperation of the 
Interstate Commerce Commission as well as the cooperation of the 
railroads and the cooperation of the railroad brotherhoods, and pro- 
vided for designation of representations from the Commission and 
from the industr y and from the railroads as a part of that committee. 

I am here today directly as the chairman of that committee that has 
been functioning now since 1949, and I have served as its chairman 
through all of its active years. One year, I was general counsel in 1950. 
There was a different chairman, but exc ept for that, I have been the 
chairman of the committee straight through. 

I would like to say, though, that the position that I will take here 
today, unless otherwise indicated, will be the position that the national 
association, as well, of course, as the local association, has taken in all 
these matters. Of course, I will indicate, if it is other than that. 

Now, we, of course, as State regul: tory commissions are primarily 
interested in 1 or 2 of the subjects that you have assigned here—the 
abandonment of train services first of all. 

Now, there have been some statements in the paper made by mem- 
bers, partic ‘ularly of the Senate committee, that would indicate that 
there is an impression that we have to deal with the abandonment of 
trains, but you men know, of course, we have no certificate authority 
over the railroads nor do we have any authority over abandonment. 

My own commission makes it a practice of going into those aban- 
donment cases and seeing that the proper facts are presented. There 
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is a provision in the act that we might conduct the hearings, but that 
practice is never followed, but we do participate in them. 

But we have nothing to do with the final decision, and even though 
we have disagreed with the Commission in abandonment cases in a few 
instances, that did not change the decision. 

Now, of course, the things that would be reached would be the mat- 
ters of those things that we do have jurisdiction over, side tracks, 
stations, and trains. This committee that I referred to a while ago, 
was set up primarily for the passenger-train end of the problem, 
We recognized back in 1948 that it had gotten to be a really serious 
problem “although during the war years the railroads made money 
out of the passenger business. 

In 1948, they had a $560 million deficit that so eroded the freight 
revenue that it was necessary to ask for a horizontal rate increase. So 
we alerted ourselves as State commissioners and those responsible for 
the problem, and started this study. Each year we have made a report 
to the national association. 

I wish to hand you here, but do not wish to burden the record with 
all of these, a copy of each of those reports beginning with 1952 on up 
to 1957. 

Kach year we have made a report, and you will see that we have 
made quite an exhaustive study into every phase of the problem. We 
recognized, of course, to start with that there were a lot of these deficit 
trains that probably should be discontinued. 

The first. thing we did was to call on the railroads to make a study of 
their deficit trains, the trains they were operating at an economic 
loss, that is an out-of-pocket loss. That study is shown in full in the 
first report of 1952. The report is asof May 1,1951. It included 1,191 
trains, but it did not include the commuter trains and most of the 
sarriers excluded any train operating less than 50 miles. 

We then strongly recommended to all the State commissions that 
they review these trains. We found that a great many of the railroads 
had done nothing about trying to take them off. 

A classic example was a train that operated partly in our own State 
and over in Tennessee, and although Tennessee had no authority 
whatever at that time over train discontinuance, they were still oper- 
ating this train through Tennessee, and into Georgia, and they seemed 
not to have tried to take off the trains as they should have. 

We developed a standard application form so that they could better 
acquaint the public with the problem. That was developed and 
adopted by us in 1953. 

It appears in that 1953 report in which we set out a method of 
showing on an out-of-pocket basis the losses incurred by the railroads 
in operating those trains. 

We encouraged the railroads then to improve their remaining serv- 
ice with money that they would save, and we have effected great 
savings. 

Now, without undertaking to criticize anybody, we did not get much 
cooperation out of the Interstate Commerce Commission, and we got 
absolutely no cooperation out of the labor organizations. 

We had 1 or 2 of the telegraphers to come to our meetings once or 
twice. But mostly they just absolutely ignored it although we invited 
them many, many times. Every time we had a meeting, they were, of 
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course, invited to be present, but they just ignored the whole study, 
and did nothing about it. 

The Interstate Commerce Commission, except in the first year when 
Mr. Clyde B. Aitchison interested himself in it, and Hayden Aldridge 
counseled with us in setting up some of the studies we made, they 
cooled off and had very little to do with it. 

Then, in 1956, the Interstate Commerce Commission did institute a 
yroceeding under docket 31954, into the passenger railroad deficit 
problem. “We have appeared in that case every time that it has come 
up for hearing, have undertaken to take an active part in it and tried 
to present to the Commission these things that we have discovered that 
we think would correct it and help to do something about it. 

I don’t know that we will come up with any answer, but obviously 
our whole approach to this thing has been to do the things that would 
save the railroads this deficit, and preserve the passenger service for 
the public. But we didn’t do that to the extent of hurting the rail- 
roads. In connection with this hearing before the Interstate Com- 
merce Commission, we made a study calling on all the State commis- 
sions to give us a record from the State commission’s files as to what 
had been done in the 6 years from 1951, up until last year, in the way 
of discontinuing train services. 

If you will look in the report of last year, in the 1957 report, on 
pages 40 and 41, you will see the result of that study. It discloses that, 
in that 6-year period, the State commissions had authorized the dis- 
continuance of 1,274 trains, and had denied only 197. In other words, 
the percentage approval ratio was 86.6 percent. 

Now, another thing that they injected into this hearing before the 
Interstate Commerce Commission in the passenger-deficit case was the 
matter of station-agency discontinuances. 

Well, you men, as practical travelers, know that in these small towns 
where we have these agency discontinuances, there is no, or very little, 
passenger business. It isarare thing if there is any passenger business 
that is appreciable at all in those places. 

We didn’t think that it had any place in this passenger-deficit hear- 
ing, but we did undertake to see just what the State commissions had 
done about that. It revealed that we had, that the State commissions 
had, authorized a total of 2,466 discontinuances and denied only 372, 
an approval ratio of 86.9 percent. 

So, we haven’t done anything there that would justify the finger 
of criticism being pointed at us as it is being done by the railroads 
in this bill. 

I would like to say this, in further amplification of that; we have 
tried very diligently in these cases to have the railroads centralize 
their agency service. Back several years ago, when the wage-and-hour 
law went into effect, we authorized the ¢ losing of all agencies on Satur- 
days so they only stay open 8 hours a day for 5 days a week. Ina great 
many of these agency cases, the need is either seasonal or, at least, it is 
for very short times. 

We have undertaken to get the railroads to combine agencies, and, 
to my knowledge, I know of only one instance in Georgia, where we 
have ever been able to get them to ¢ om Di ne the agencies. We have 9 
to get them to centralize them or else have one man to serve several, ¢ 
just put a few hours’ service at one particular agency. In my eanakian- 
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tion, I can only think of one on the Southern Railroad where we have 
been able to do that. 

They come to us, and say, “The brotherhood says it is an all-or-noth- 
ing deal, and there is nothing we can do about it.” You men can 
ret alize that there would be local conditions at times that would re- 
quire the maintenance of that service. 

I will say to you, wherever we can save them money, we do it. That 
is our very definite policy. I would like to say this; that we are con- 
templating a pretty vigorous program looking to the consolidation 
of these agencies. 

I happened to be in Kentucky—— 

Mr. O’Hara. Mr. McDonald, would you mind telling us what you 
mean by “agencies” 

Mr. McDonawp. A depot agency. 

Mr. O’Hara. Yes. 

Mr. McDonaxp. I was recently in Kentucky, and discussing that 
matter with a member of the South Dakota commission. He told me 
they had already done something about it, and, in my hurry of getting 
away from the office last night, “I failed to bri ing along a copy of the 
order that I meant to bring here and submit to you. The South 
Dakota commission only rec “ently put out this order in which they 
proposed a consolidation of 68 stations or agencies into so many 
agencies, and we havea program of that coming up. 

“WwW e are doing everything we can in the field of agency st: tions, and 
so, I say again, there is nothing i in the record of the State commissions 
that would justify this further invasion of State authority and tak- 
ing away from the State commissions a matter that should be left to 
local control. We vigorously oppose that. 

Now, coming down to the matter now of the construction reserve 
funds, I wish to say—— 

The Cuatrman. Before you leave here, Mr. McDonald, before you 
leave the question of 

Mr. McDonatp. Yes, sir. 

The CHatrman. Of adjustment of services, train services, and so 
forth, we have, up until thus far, had little criticism of the States 
with reference to their activity and administration of this program 
except in certain areas. Now, we had some very severe criticism here 
of the treatment in New York and in that area. 

Mr. McDonaxp. I think it was more in New Jersey 

The CHarrMan. Well, in New York and New Jersey, in which it is 
alleged that they cannot get any local relief, and it is not only ap- 
plicable with reference to the service, but it gets into their tax liability, 
too. 

Consequently, the one great factor involved here is that the local 
commissions and other local people having to do with these problems 
simply insist upon the maintenance of—that is, the continuance of 
service, when there is a terrific deficit of that particular service, and, 
at the same time, they are requiring rather extensive tax burdens 
locally, also. 

Has your committee given any thought to that problem in that area, 
as to whether or not those char ges are true / 

Mr. McDonavp. Well, Mr. Chairman, it gets back there to the 
old principle of the lost sheep. I don’t think we can lose them all, 











a 


~a~A WD 








RAILROAD PROBLEMS 175 


you know, because of one bad sheep up there. That condition has been 
recently corrected. We recognize the fact that they 

The CuHarrman. We had Mr. Perlman and Mr. Symes, of the New 
York Central and the Pennsylvania, before us recently, and, in fact, 
it was only a matter of 10 days ago in which they said they were 
facing that condition at the present time. 

Mr. McDonavp. I was not referring to the tax problem, but re- 
ferring to the discontinuance of the trains. The personnel of that 
commission recently changed and the policy has changed, and several 
of those trains that they were complaining about are now off. A 
number of them 

The Cuarrman. They brought to us a deficit of the New York Cen- 
tral of $52 million as very conservative, and they said it should 
actually be more than that. 

They say the Pennsylvania lost $57 million in 1957. And with the 
local heavy burden of taxes they have on them, why, they seem to 
be having very, very serious problems locally. 

Mr. McDona.p. Well, I say again, Mr. Chairman, that policy has 
been changed, and I point this out to you, sir, that you are dealing 
there with the small end of the hand; that is, commuter service. 

The commuter service in this entire problem amounts to about 8 or 
9 percent of the whole problem. So, you can’t take that commuter 
problem and change the whole scheme of our system of regulation. 
The State commissions have a place in this field, and we think they 
should be left in it, sir. 

The Cuartrman. I personally feel that the States do have a place. 

Mr. McDonatp. Well they are about to take us out. 

The Cuarrman. On the other hand, I feel, as I said to the Mid- 
western Regional Association at a luncheon last Friday at Little Rock, 
at which I discussed this very frankly with them that where their 
inaction, if there is inaction or if they fail to meet their own local re- 
sponsibility in connection with it, and thereby bring about a burden 
on interstate commerce, the Congress does not have to act because the 
Commission has authority anyway. 

Mr. McDonabp. But after all, you cannot say that local situation 
is a burden on the Nation’s commerce. 

You see you only have—— 

The CHarrMan. Well, there was 

Mr. McDonavp. Pardon me, sir. You only have commuter service 
just around the three main centers, Chicago, New York, and Boston, 
and that is about 8 percent of your passenger business, and that is it. 

The CHamman. We recognize that is a very serious problem, and 
should be resolved locally. 

Mr. McDona.p. That is right. 

The CHarrman. But now, when you say the local problem does 
not interfere with commerce, my attention is called to the decision 
of the Supreme Court yesterday, just to the contrary on the rate 
case out in Utah. 

Mr. McDona.p. I heard you refer to that case and I was on the 
train last night and the only case I heard about was the Virginia school 
case. 

What was the Utah case you referred to; I am not familiar with it. 

The Cuatrman. The Utah case report was that the Commission 
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has the power to order new intrastate rates when it finds they unjustly 
discriminate against interstate commerce. That is what the Supreme 
Court said yesterday. 

Mr. McDonatp. Well, I do not know how that would differ from 
what they have had all along under section 13. 

The Cuatrman. I have not analyzed it and I don’t know. I have 
not had the opportunity. 

Mr. McDonatp. No, sir; I do not see how it differs from it. I hope 
I answered you satisfactorily about this proposition with respect to 
Jersey. I am sure this change—under our democratic processes it 
takes a little time sometimes to do these things but I believe in taking 
the time—— 

The CHarrman. I appreciate that but you have been taking 8 years 
here, I see, not that long—how long has it been, since 1952 ? 

Mr. McDonatp. Since 1949 we have been studying it. 

The Cuarrman. It is longer than I said. 

Mr. McDonatp. But the only commission I have had—— 

The Cuarman. I want to compliment you and your committee 
and your State commissions for your recognition of this problem 
and in trying to do something : about it. 

Mr. McDonaxp. You will find in these reports each year we studied 
the discontinuance orders and analyzed them and where we saw any- 
thing that did not look right, we pointed it up. We did not fail to 
criticize them and we ree ognized that that one situation existed. 

The Crarrman. Do you think it would be helpful if we were to 
amend the present law providing for the Interstate Commerce Com- 
mission to give you a little bit more cooperation ? 

Mr. McDonaup. W ell, I will tell you, when it comes to these Fed- 

‘al agency cooperation matters, I am always reminded about old 
Senator Ed Smith of South Carolina. The States furnished the “co” 
and the Federal agencies did the “operation.” 

So I never have found very much benefit in this cooperation. 

As I pointed out to you we did not get any cooperation here. We 
have got a very elaborate system in undertaking to cooperate in these 
rate cases with the Federal Commission. 

When I first went on the commission back in 1923, I was very proud 
to get appointed as a member of one of those cooperating panels on 
a peach-rate case. When I finished with that I signed out and I have 
never taken another because I had about as much to do with it as you 
did. So there is not anything much in cooperation that we can hope 
to get out of these Federal agencies, is my judgment about it. 

Mr. Ronerrs. Mr. Commissioner, does that conclude your statement? 

Mr. McDona.p. No, sir; it does not. 

The Cnatrman. He was going to construction reserve when I in- 
terrupted him about it. 

Mr. McDonatp. Mr. Chairman, at this point I have here a mimeo- 
graphed copy of these tabulations, I called your attention to in the 1957 
report that I put in this docket 31954, as exhibits 6 and 7 and I would 
like to file them as an exhibit in this record. 

Mr. Roserts. Without objection, they will be included in the record. 
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The Cuarrman. I would like to straighten out the record at this 
point. Do you wish to file the two reports referring to the railroad 
passenger-deficit problem ? 

Mr. McDonatp. No, sir; they are very long. 

The CuarmmaNn. Would you like to file them just with the commit- 
tee for their information ? 

Mr. McDonatp. Yes. And we will give the staff a copy, too, and, 
if you wish other copies, we will be happy to furnish them—that is, 
our reports from 1952 through 1957. 

The Cuarrman. That is, the railroad passenger-deficit problem, and 
the report of the special committee on cooperation with the ICC in 
the study of the railroad-deficit problem. Those two reports? 

Mr. McDonatp. That is right. 

The Cuarmman., All right. 

Without objection. 

Mr. McDonatp. I was about to touch lightly on your item 2, your 
construction-reserve funds. I told you that I would indicate if I were 
not speaking for the national association. This is a matter, of course, 
that our national association has had no opportunity to consider, and 
I do not speak for the State commissions. Personally, I recognize the 
fact that these railroads up here in official territory are in right des- 
perate condition, while our railroads in the South are not. Certainly, 
they need some immediate relief, and that appears to be, in my judg- 
ment, a means of giving it to them, and of providing them some tax 
relief that they need. Also, the guaranteed-loan end of it, too, is 
very good. 

But I want to say right here that I do not want anything I say 
there to be construed as any speculation that my group of State com- 
missioners would ever approve the Smathers bill. I do not think 
we would. ‘There are some sections of it we might think are all right, 
but, generally, we would not approve it. If we were asked to vote 
on the bill as a package deal as it is, we would very definitely oppose 
it vigorously. 

I want to say this, though, if you will permit me to; that you peo- 
ple have some things here that you need to do—that we have been up 
here begging you to do, that will provide not this temporary relief 
but some permanent relief for the railroads. The first thing is the 
repeal of the excise tax. We have appeared before committees in 
Congress and the Senate every year since 1948 begging that be done, 
and it is something that would mean more to them than anything else 
you have got in this bill. 

Another thing that our national association feels you should do is to 
plug up, and your bill does propose to do that, and you have got sev- 
eral separate bills that do the same thing that ought to be passed— 
that would be to plug up these agricultural exemptions. They pose 
a threat not only to the railroads but to the common carriers them- 
selves. 
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Another thing that I should have talked about, and I will refer to 
it very briefly, in connection with the passenger-deficit problem; one 
of the big things you will find we have pointed out there is the fact 
that the Post Office Department and the armed services have, appar- 
ently, done everything they could to withdraw service and to prevent 
the rails from being able to continue passenger service, although those 
two Federal agencies should be, you would think, the ones that would 
be out in front undertaking to preserve adequate passenger-transpor- 
tation services for the mail and the armed services. The post office 
has diverted mail to other carriers without any economic reason or 
without any service grounds or anything else, and in many instances, 
have made it necessary for the State commissions to take off passenger 
service that was performing quite a service. 

Your Armed Forces have taken passenger service from the rails and 
turned it over to the nonscheduled airlines who have been able to 
rent Government equipment at a very low price. They take the busi- 
ness away from the railroads as well as the scheduled airlines. 

We have tried at different times to get some legislation in Congress 
that was directed at the military forces, but have never been able to do 
that. You have got some bills now in the Congress, in the Senate, 
anyway, under S. 3540 and S. 3541, that would correct the situation as 
to the Post Office Department and there is something that will be of 
permanent value. I will say this, too: We have subsidized everything 
else in this country ; we need the railroads. 

The Government right now is undertaking to—I say the Govern- 
ment, meaning the armed services, although they have taken business 
away with one hand, they are attempting to pool some passenger 
equipment in the event of a catastrophe. So, why not do something 
about this passenger deficit in the w ay of tax relief / 

We have recommended that 2 or 3 times. The railroad cooperating 
panel working with us has always sunaped up and down and had a fit 
about it, because they were so individualistic minded they did not 
want anything like that. 

Now they are here, apparently, approving this thing. If we need 
passenger ser vices, and I say that we need them, the very thing that 
Chairman Harris pointed out isa thing that is happening. You can- 
not handle this growing population of ours on highways and in the 
air. 

We have got to have this passenger service, and that is one way it 
could be preserved, through some tax relief. So, that is the thing you 
should think about, rather than this little temporary thing you are 
talking about here. 

I don’t want to take too much time, gentlemen, but now, coming 
down to the competitive-rate angle, that is a matter that we have 
accepted. I mean the transportation policy as set forth in the act, and 
my association has never had occasion to consider this proposal that is 
made here today. 

But we fail to see any panacea—I say “we”; I mean I, pardon me— 
I fail to see any and cannot imagine that my group would ever take 
any other position th: in the one I am about to state here, although this 
is my own personal view about it. I cannot see where there is any 
panacea in this proposal. 

Now, one thing that you gentlemen in your questions here appear 
to overlook is that the Interstate Commerce Commission does not 
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make railroad rates. They do not make one out of a thousand. They 
are made by the railroads. You have got your procedure that permits 
them to come in and file their tariffs, 

If they are not suspended, they go into effect. If they are sus- 
pended, they must dispose of them within a given time, and the only 
time they make rates is when we have some ‘big, overall hearing. I 
mean some big hearing like we had with the Southern Governors 
cases, and the only other time is in these little I & S proceedings that 
Mr. Harris was talking about here where somebody comes in and says, 
“Oh, no; that rate is not right,” and they go into it and hear it. 

And I think that very Magazine « case in Texas is the thing that 
you people had in mind, if you will think it through, when you put 
that clause in the act that, if the railroad or the busline or any other 
common carrier is about to do something that will just haul some- 
thing at a loss in order to take it away from somebody else, there 
ought to be some reviewing power to say they can’t do it. 

Let me s: 1y, right here and now, that we do not stand for any pro- 
vision that would put any umbrella over r anybody. 

We have to be elected by the people, and we, if we were not fair 
minded about it, we would sure be looking out for the people and not 
some form of carrier or some individual carrier. But if you are 
going to look after the people, after all, you have got to protect your 
transportation system. 

You know we are in an anomalous position today in connection with 
transportation. 

We did not have any progress in the field of transportation until 
150 years ago. We had the same thing that Christ had and the 
thousand years before Christ but in this short period we have gotten 
too much transportation. You do not want to go back to the law of 
the jungle and turn loose these folks here to eat up each other. 

You had better let them be regulated, and I think the transporta- 
tion policy as it is stated in the act today will come nearer doing that 
than any language that I know of that you will put in. 

That brings us down to the last thing, if you will give me just a 
little bit more time to talk about the intrastate rates. 

Now, I cannot, I just cannot imagine why the railroads are here 
asking for any more authority in that field. 

In all of my experience since January 1, 1923, I can think of only 
2 cases in which the States have won a 1: 3th section proceeding. 

So it is almost automatic for them to come up here today to say 
that the Georgia commission has failed to put in these rates and to 
ask the ICC to put them in. They issue a 13th section order and if we 
do not put them in, if we do not do something about it quick, it freezes 
our whole rate structure and we cannot change a single rate in 
Georgia. 

That is how complete it is today. So I cannot understand, I can- 
not imagine just wi they want to go any further. Of course I do 
realize we have had this Milwaukee decision in connection with the 
commuter rates out of Chicago. But in the Florida case they have 
written into this thing that they can go before the ICC before there 
is any decision before | a State commission and ask for relief. 

They did that in the ex parte 206 proceedings against the State of 
California, and they did it on the basis of the F lorida case, in which the 
Supreme Court said they could do that very thing. 
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Now I will tell you what I think about it: I think the Commission 
has gone way beyond anything that was contemplated when they 
wrote the Shreveport provision into the Interstate Commerce Act, 
There you had a case where you had discrimination as between locali- 
ties and persons within the State, on the basis of intrastate rates, and 
outside the State as to interstate rates. 

That ought to be in the act, but when you wrote this nebulous clause 
in there that refers to discrimination or preference against interstate 
commerce, the thing has been stretched until it is, as I told you a while 
ago, almost automatic. The State commissions have requested Con- 
gressman Flynt to introduce a bill that would strike that provision of 
section 13 and that bill, H. R. 7672, is before your committee now. 
We were hoping you would hold hearings on that instead of taking 
more powers away from us. 

So we certainly vigorously opposed any further invasion under see- 
tion 13 of State regulatory power. 

I hope I have not taken too much time, gentlemen, but I appreciate 
this opportunity to come before you and present the position of the 
State commissions and my own opinion too where I have so indicated. 

Thank you, sir. 

Mr. Roserts. Thank you, Mr. McDonald. 

The Chair appreciates your statement. 

I think it has been very enlightening to the committee and it has 
been well presented. 

The Chair would defer to the gentleman from Georgia, Mr. Flynt. 

Mr. Frynt. Thank you, Mr. Chairman. 

Mr. McDonald, a few moments ago you inquired about the Utah 
case, a@ synopsis memorandum of it has been handed to me, and if 
there is no objection I would like to incorporate these few remarks 
about it into the record. 

Mr. Rozerts. Without objection, so ordered. 

Mr. Fiynt (reading) : 


In the Utah rate case, the Court majority in a 5 to 4 decision found there 
was no positive evidence to back up the ICC’s conclusion that prevailing intra- 
state rates were abnormally low and should be raised. 

The Interstate Commerce Commission had allowed the higher Utah rates to 
go into effect 2 years ago so that they would be in line with a 15-percent general 
freight rate increase granted railroads on interstate traffic in 1952. 

The Commission has the power to order new intrastate rates when it finds 
they unjustly discriminate against interstate commerce. 

The Utah Public Service Commission challenged the Interstate Commerce 
Commission’s ruling but lost in Federal district court. 

The 3-judge court had ruled that 9 railroads serving Utah were losing nearly 
$1.9 billion a year because of inadequate rates. 


In a 5 to 4 decision the Supreme Court struck down this ruling and sent the 
case back to the Interstate Commerce Commission. 


Justices Frankfurter, Burton, Harlan, and Whittaker dissented. 
In the Minnesota case however, the Supreme Court unanimously affirmed the 


legality of higher rates charged by railroads for hauling soft coal within the 
State’s borders. 


There was no written opinion in the Minnesota case. 
Apparently the court found the Minnesota rate raise was justified by the 
evidence whereas the increased rates in Utah were not justified by the evidence. 


Mr. McDonaxp. Mr. Flynt, let me just say this: I am not familiar 


with that case. Obviously from what you have said there it involved 
only certain commodities. 
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It has been a very rare thing that the State commission has refused 
to go along with the Interstate Commerce Commission on practically 
all of its order Ss. 

But what they do, they have some commodity, we have had in 
Georgia, some commodity that we felt we knew more about than the 
Interstate Commerce Commission and we have exempted that par- 
ticular commodity from the increases that have been allowed by the 
Interstate Commerce Commission. 

The Commission itself, the Interstate Commerce Commission, picks 
out certain commodities and exempts them. Then when they pass 
the order the railroads come along, as I told you a while ago the rail- 
roads are the people who make the rates in this country—they come 
along and exempt certain commodities. But if we have a commodity, 
for instance, shale in Georgia that moves to a local clay pit, and we 
exempt that, they file a 13th section case against us, and say “No, you 
cannot do that, that is a burden on interstate commerce.” That is 
what you have got there, is is just some local commodity and I think 
some discretion should be left to the State commissions. 

That is why I think our bill, H. R. 7672, ought to be passed. 

If there is any discrimination as between individuals in this State 
or individuals in that State or another State or communities in one 
and communities in another, then that should be corrected. 

But just to say because we exempt a commodity within our State 
for some good local reason that it should be knocked out as a burden, 
is not right. 

Mr. Fuynv. Mr. McDonald, you have expressed today the opposi- 
tion of the National Association of Railroads and Utilities Commis- 
sioners to the proposition that the Interstate Commerce Commission 
has authority over train service abandonment. 

Mr. McDonaup. Yes, sir; just as vigorously as I know how. 

Mr. Fiynr. Is your opposit ion equi ally vigorous regarding the pro- 
posal that the Interstate Commerce Commission investigate intrastate 

‘ates and pass on them at the same time as it passes on interstate ? 

Mr. McDonaup. Just as vigorous, sir. 

Mr. Fruynt. That speaks hot only for you but also for your Na- 
tional Association of Railroad and Utilities Commissioners ? 

Mr. McDonatp. That is so; every State regulatory commission in 
this country. 

Sections 3 and 4 that amend section 13 of the act. 

Mr. Fiynvr. Sections 3 and 4? 

Mr. McDonatp. Yes. 

Mr. Frynr. Thank you, Mr. Chairman. 

Mr. Roserrs. The gentleman from Maine. 

The gentleman from California. 

The gentleman from Kansas. 

Mr. Avery. Mr. Chairman, I would like to ask just one question 
of Mr. McDonald and also to congratulate him on the very fine pres- 
entation he has made to the committee. 

I noticed oe it you made some reference to the policy of the Post 
Office De ‘partment in taking mail contracts away from railroads. 

Has it been y ‘our observation, Mr. McDonald, that the railroads very 
Heorously objected to the removal of mail contracts from their line ? 
Mr. McDonaup. Well, we hope they have. We have sort of sus- 


wi 
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pected them in instances. But we have had a terrible experience with 
the Post Office. 

We had conferences with Mr. Siedle representing the Postmaster 
General, and we presented these things to him. They told us they 
were going to treat the Post Office just like any other business and 
wherever they could save a dollar they were going to save it, regard- 
less of its effect upon the railroads. Although we pointed out in- 
stances where he was not helping the mail or getting it there any 
quicker or saving any money, yet, as you know, it has been their 
policy to turn it over to unregulated carriers at a given rate and then 
before you know it they are back up to renegotiate the rate and get 
it up to where it is costing them just as much to haul it anyway. 
That is why I say—of course, these other bills are not before your 
committee, but these postal bills that would force them to put it back 
on regulated carriers and then would provide a method for the pub- 
lishing of mail rates ought to be passed. 

Mr. Avery. I am not suggesting there has been any collusion on the 
art of the Post Office and the railroads on this matter but it has 
bans my observation, I am from Kansas, that there has been a very 
definite pattern that first, we remove the mail contracts and then, 
subsequently, not too much subsequently, comes an application for 
reduction of service. I am just trying to think back in my own mind 
after you mi ade that statement, and I do not remember hearing the 

railroads protest very v eae when they have lost a mail contract. 

Mr. McDonarp. Well, in fairness to the railroads they have been 

very vigorous in appearances before the committee and in appear- 
ances before C ongress and their participation in this passenger deficit 
committee in an effort to hang on to the mail. 

When I answered you a while ago, I said we had occasion to 
suspect them, one particular railroad. One time in Georgia, we 
thought they did not run as fast as they could have run in hanging on 
to the mail contract. but generally that is not true. 

The railroads have suffered greatly by reason of this mail with- 
drawal and they have tried to hang on to it. 

Mr. Roserrs. Thank you, Mr. McDonald. 

Mr. McDonarp. Mr. Chairman, before I leave, you oa ard Mr. Har- 
ris speak of a group that he met with last week in Arkansas, the 
Midwest Association of Railroad and Utilities Commissioners. They 
adopted a resolution in opposition to sections 8 and 4 of this pro- 
posed Smathers Act, or your bill H. R. 12488, and I would like to file 
this as an exhibit if I may, this resolution of the Midwest Association 
in opposition. 

Mr. Rorerts. It will be included in the record. 

Mr. McDonap. Thank you very much. 

Mr. Roserrs. Thank you, sir. 

(‘The document is as follows :) 

The Midwest Association of Railroad and Utilities Commissioners, embracing 
the regulatory commissions of the States of Arkansas, Illinois, Lowa, Kansas, 
Minnesota, Missouri, Nebraska, North Dakota, South Dakota, and Wiscon- 


sin, on May 16, 1958, in convention assembled at Little Rock, Ark., adopted 
the following resolution : 
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“ResOLUTION OPPOSING EXTENSION OF SECTION 13 OF THE INTERSTATE COMMERCE 
AcT 


“Whereas there has been introduced in the Congress 8. 3778, a bill to amend 
the Interstate Commerce Act; and 

“Whereas S. 3778 proposes to extend section 13 of the act so as to make 
more complete the Interstate Commerce Commission’s authority over intra- 
state rates and to broaden section 13 to give the ICC jurisdiction over intra- 
state passenger train service ; and 

“Whereas these proposed amendments relate to matters primarily of lo- 
cal interest and concern which should be left with the State regulatory com- 
missions ; and 

“Whereas the State commissions over the country have been alert and ac- 
tive to discontinue unneeded and unused services and have, in the period 
1951-56, inclusive, approved 86.6 percent of the railroad applications for re- 
ductions in passenger trains service and 86.9 percent of the applications for 
station agency discontinuances : Now, therefore, be it 

“Resolved, That the Midwest Association of Railroad and Utilities Commis- 
sioners commends the Committees on Interstate and Foreign Commerce of 
the Senate and House for their prompt and thorough study of the current 
railroad situation and further commends the committee for aggressively seek- 
ing legislative assistance to remedy the problems facing the railroads; but 

“Resolved further, That the Midwest Association feels the committees have 
overlooked the record of the State commissions on train and station dis- 
continuances and therefore the association opposes the enactment of sections 
8 and 4 of S. 3778, or similar provisions of any like bill, which would further 
usurp and invade the jurisdiction of the State commissions by extending the 
provisions of section 13 of the Interstate Commerce Act; and 

“Resolved further, That the secretary of the Midwest Association is here- 
by authorized and directed to send a copy of this resolution to the chairman 
of the Senate and House Committees on Interstate and Foreign Commerce, 
to the president and general solicitor of the National Association of Rail- 
road and Utilities Commissioners, and otherwise to transmit to Congress the 
intent of this resolution.” 


Mr. Roperts. The next witness is Mr. A. C. Ingersoll, Jr., American 
Waterways Operators, Inc. 

Mr. Ingersoll ? 

Mr. Incersoti. Thank you, Mr. Chairman. 

Mr. Ropserrs. You may proceed, sir. 


STATEMENT OF A. C. INGERSOLL, JR., CHAIRMAN OF THE BOARD, 
THE AMERICAN WATERWAYS OPERATORS, INC., WASHINGTON, 
D. C. 


Mr. InGersoui. Mr. Chairman, my name is A. C. Ingersoll, Jr. I 
am appearing here today as chairman of the board of directors of the 
American Waterways Operators, Inc., an educational nonprofit trade 
association representing operators of barges and towboats, tugs and 
shallow-draft tankers, on the rivers, canals, intracoastal water ways, 
and in the harbors of the United States, the builders and repairers of 
this equipment, and terminal operators along the inland waterways. 

More than 200 companies have member ship i in the association, which 
has its principal offices located at 1025 Connecticut Avenue in ’Wash- 
ington, D. C., and which has field offices in New York and New 
Orleans. 

I would like to submit my statement for the record, if I may, and 
with the chairman’s permission, try my hand at summarizing verbally 
the curre mt issues In tr: insports ition attec ‘ting our ore nization, 
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Mr. Roserrs. The Chair would be very grateful to you, Mr. Inger. 
soll, for handling your presentation in this manner. Your statement 
will be incorporated in the record. 

(The statement is as follows :) 





STATEMENT OF A. ©. INGERSOLL, JR., CHAIRMAN OF THE Boarp, THE AMERICAN 
WATERWAYS OPERATORS, INC., WASHINGTON, D. C., ON COMPETITIVE Rate 
MAKING 







My name is A. C. Ingersoll, Jr. I am chairman of the board of directors of 
the American Waterways Operators, Inc., which is an educational, nonprofit 
trade association representing operators of barges and towboats, tugs and 
shallow-draft tankers on the rivers, canals, intracoastal waterways, and in the 
harbors of the United States, the builders and repairers of this equipment, and 
terminal operators along the inland waterways. More than 200 companies haye 
membership in the association, which has its principal offices located at 1025 
Connecticut Avenue in Washington, D. C., and which has field offices in New 
York and New Orleans. (For full statement on my qualifications and a back. 
ground statement on the inland waterways industry see appendix A.) 

Transportation rates are now regulated within the framework of the Inter. 
state Commerce Act, which is administered with a view to carrying out the 
national transportation policy, written into the law in 1940. As a standard of 
Government policy, this language could hardly be improved upon. Any proper 
complaint or criticism of the regulation of competitive ratemaking should be 
directed at the administration of the law, the way it works out in practice, 
rather than at the congressional purposes set forth in the national transportation 
policy. 

The railroad industry has complained that it is unduly restrained in its 
ratemaking by the Interstate Commerce Commission and that such restraint ig 
largely responsible for its being in financial difficulties. The railroads propose 
that the statutes be amended to end any consideration of the effect of their rate 
making on other forms of transportation. 

At this point let me say that we in the barge industry sympathize with the 
plight of the railroad industry, confronted as they are with the terrific problems 
of reduced passenger service, and carrying a tax burden so heavy as to make 
almost insoluble their problems of equipment replacement. We hope they may 
be afforded constructive assistance. 

I should like to point out to this subcommittee that right now our industry 
is probably suffering more acutely from the business recession than any other 
form of transportation. Made up as it is generally of small, individual operating 
units which compete aggressively among themselves for business, a dropoff in 
our business is more quickly reflected in our industry with more drastic financial 
effect than in other transportation forms which carry more diversified cargoes 
than we do. We are quite restricted in our cargoes which are limited to only 
a relatively few commodities that can be moved in bulk by our inferior type serv- 
ice. To add to our industry’s problems, our operators have small reserve funds to 
cushion them in a recession such as we now have. Actually, some of our opera- 
tors are threatened—not with bankruptcy alone—but with actual extinction if 
this recession continues. Their trouble is that they are small businesss and can- 
not command or demand congressional relief as the railroads are doing. But 
I suggest to this subcommittee that these barge operators deserve enough atten- 
tion from this Congress to spare them from cutthroat competitive practices the 
same as other small businesss are so protected under the antitrust laws. 

We do not, however, believe that constructive assistance for the railroads 
should include a license to engage in destructive competition, and this, we fear, 
is exactly what the railroads want. 

Small business in other industries today is protected by the antitrust laws 
from the misuse of economic power by their bigger competitors. In the trans 
portation industry, this protection has been provided instead by the Interstate 
Commerce Act. The repeated railroad proposal is to emasculate the Interstate 
Commerce Act so that railroads may engage in destructive competition with other 
forms of transportation at their option and without restraint. In such a con 
test between the railroad industry and the barge industry, the latter enjoying 
revenues about 8 percent as great as the former, can anyone doubt the ability of 
the railroad industry to wipe out whole segment 
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If this were accomplished by across-the-board price competition from which 
the railroads still earned full cost, perhaps we could not complain. But we 
pelieve it would be accomplished—in fact could only be accomplished—by selec- 
tive price cutting, by using depressed and unremunerative rates to beat us to our 
knees while placing the burden of railroad overhead and profit on noncompetitive 
traffic. 

What other industry enjoys this predatory privilege? We might properly also 
ask, what circumstances warrant extending this unique privilege to the rail 
industry? Would the tactics permitted by such a license produce long-term 
penefits to the rail industry, or would the exercise of such cupidity merely destroy 
small healthy carriers, now performing at a profit a type of service the rail- 
roads can only perform at something less than full cost? 

Having recited these various criticisms of railroad proposals, I think we should 
go on to some exploration as to why these complaints arise. The railroads are 
not alone in feeling sometimes that they are treated unfairly by the Interstate 
Commerce Commission, that the barge lines and truck lines frequently feel 
that justice has miscarried. I think a more proper summary of the reasons 
for occasional miscarriage of justice by the Commission is made by Commissioner 
Freas in the first paragraph, page 35, of his testimony to the Senate Surface 
Transportation Subcommittee on March 28 wherein he blames an inadequate 
record for a great deal of the inconsistency in ICC decisions. This is an ex- 
planation that goes far toward throwing a spotlight on the root of the troubles 
that have led to some of the proposals for railroad aid. However, to correct 
this situation by a repeal of the appropriate statute provisions which regulate 
competitive rates would be a return to the law of the jungle and not a con- 
structive or progressive move. Particularly this would not be constructive help 
to the railroads to permit them to exhause themselves financially and aggravate 
their equipment situation in an effort to kill off the water carriers with rates 
depressed even further than their water competitive rates are now depressed. 
This could not significantly help the railroads considering not only the low level 
of the revenue this water traffic commands but also the relatively small volume 
of the traffic. 

It would be more constructive to improve the standards of regulation by clarifi- 
eation so as to simplify and make more consistent the Commission’s procedures 
and decisions in these competitive rate cases. Authorities on every hand agree 
that the administration of transportation competition should be such as to bring 
about the movement of traffic by the carrier who is best fitted to handle it. 

The Surface Transportation Subcommittee of the Senate Interstate and For- 
eign Commerce Committee in its report of April 30, 1958, said: “It is a policy 
of this subcommittee, and it is believed to be the policy of the Congress, that 
each form of transportation should have the opportunity to make rates reflecting 
the different inherent advantages each has to offer so that in every case the 
public may exercise its choice, cost and service both considered, in the light 
of the particular transportation task to be performed.” We find no difficulty 
in agreeing with that statement. The various provisions of the act are now 
written with that purpose in mind and if we maintain that purpose in the 
act and in the interpretaion and administration of the act, the transportation 
policy provisions will be preserved and the growth of a sound national trans- 
portation system promoted further as it has already been promoted under the 
act. In the case of water carriers, the act provides for rates that reflect the 
inherent advantage of this mode of transportation and at the same time acknowl- 
edges an inherent disadvantage in the natural limits of routes over which it 
operates and can operate, in the slowness of its service in relation to other modes 
of transportation which is inherent in its operating capabilities, and in the fur- 
ther disadvantage it has inherently in the nature and size of the cargoes it must 
carry in the type of equipment employed. With all the factors taken into con- 
Sideration, the finding that carriers should have the opportunity to make rates 
reflecting their different inherent advantages, with the further understand- 
ing which the act now takes into consideration that there are also inherent dis- 
advantages, is a sound doctrine. 

The Senate subcommittee further found that “the national transportation 
policy is clear, however, that such ratemaking should be regulated by the Com- 
mission to prevent unfair destructive practices on the part of any carrier or 
group of carriers.” There is no question of the fairness and accuracy of that 
Statement. But any amendment designed to relieve the act of the safeguards 
against unfair destructive ratemaking practices and imposed upon the Commis- 
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sion in its administration of the act a prohibition against the exercise of its 
authority to intervene when the one carrier proposes minimum rates that would 
be destructive of competition is in our opinion unsound. Since the Interstate 
Commerce Act is the only protection that carriers have against such misuse of 
economic power by businesses with superior financial resources, the barge indus- 
try then would be at the mercy of this more powerful and bigger competitor, 
The theory of protecting smaller businesses from larger businesses who have 
greater financial resources is recognized as a good American practice, inasmuch 
as the Sherman, Clayton, and Robinson-Patman Acts all have been enacted into 
law and are enforced for that purpose. That the barge industry, an admittedly 
small-business operation as compared to the railroad industry, enjoys a measure 
of such protection under the ratemaking rule of the Interstate Commerce Act 
is being made to appear to be an unusual practice, one that should be condemned 
and discontinued, and one that should be destroyed in order to allow the rail- 
roads to employ the advantage of superior financial resources to take unto 
themselves business which is now handled by barges because of an inherent cost 
advantage in barge transportation which has nothing to do with the financial 
resources of the barge industry itself. 

We are not necessarily in disagreement with the proposition that has been 
advanced to have the Commission consistently follow the principle of allowing 
each mode of transportation to assert its inherent advantages whether they 
be of service or of cost. Actually, we believe that to be the intent of the law as 
now written. In the exercise of its authority in the thousands of cases which 
come before it every year, the Commission may have erred from time to time in 
administering the law in this respect, but if that is the point in controversy then 
the rule of ratemaking is not the culprit. 

Of the various modes of transportation, only the railroads are seeking a 
change in competitive ratemaking. I respectfully suggest to this subcommittee 
that the only basis the railroads might have for disagreement with the rule 
of ratemaking is in its interpretation and administration rather than in its 
purpose. The railroads have contended that they need greater freedom of rate- 
making in order to exploit their inherent advantage of cost and service. I 
respectfully suggest further to the subcommittee that the rule of ratemaking as 
written gives the railroads an opportunity to exploit to the fullest their inher- 
ent advantage of cost and service. The only thing that might be added which 
would be helpful to the railroads and which at the same time would not open 
the door for the railroads from their position of inherent advantage with respect 
to superior financial resources to employ these resources in selective rate cutting 
wars designed to destroy their competition, the only thing that might be helpful 
and which would not permit this would be to add to the rule of ratemaking 
for the guidance of the Interstate Commerce Commission in administering the 
law some definition of what constitutes the inherent advantage in any competi- 
tive situation. I think such definitive language designed as a directive to the 
Commission might be agreed upon by the various modes. 


APPENDIX A 


In addition to being chairman of the board of the American Waterways Opera- 
tors, Inc., I am president of Federal Barge Lines, Inc., a privately owned 
operator of towing vessels and barges with operating rights on the Mississippi 
River system, the Missouri River, the Illinois Waterway, portions of the Gulf 
Intracoastal Waterway, and the Warrior-Tombigbee Waterway. The principal 
Offices of Federal Barges Lines, Inc., are located at 611 East Marceau Street, 
St. Louis, Mo. 

I am a graduate of the New York State Merchant Marine Academy and 
have been associated with transportation on the inland waterways for almost 
all of my business life, having served in the operation of the vessels themselves 
as well as in executive positions. My experience includes a 5-year period when 
I was President of Federal Barge Lines at the time it was a part of the Inland 
Waterways Corporation operating as an enterprise of the Federal Government. 
I was Chairman of the Manpower Subcommittee of the Inland Waterways 
Advisory Committee to the Office of Defense Transportation in 1944-45; director 
of the inland waterways section of the transportation division of the United 
States strategic bombing survey in Germany for a period during World War II; 
and deputy director of the transportation division of the United States strategic 
bombing survey in Japan in 1945-46. I have also served in the capacity of 
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general traffic manager for barge and towboat operating companies. My experi- 
ence in waterway transportation cOvers work with companies operating on 
the Ohio, Mississippi, Illinois, Missouri, Tennessee, Kanawha, and Monongahela 
Rivers. 

I am appearing before this committee in my Capacity as chairman of the 
board of directors of the American Waterways Operators, Inc., which I shall 
refer to hereafter as AWO or the association. 

I would like to present to the committee a brief background statement on 
the inland waterways industry in order to qualify a spokesman of the American 
Waterways Operators, Inc., as a witness for an industry deserving of considera- 
tion at this hearing. 

The United States has a network of approximately 29,000 miles of navigable 
inland river, canal, and intracoastal waterway channels, exclusive of the Great 
Lakes. About half of these channels have an operating depth of 9 feet or more, 
which is considered standard in this country for the movement of commerce in 
barges and shallow-draft tankers. There are approximately 1,700 operators of 
towboats, barges, tugs, and shallow-draft tankers. These companies operate 
4,312 towing vessels, 12,545 dry-cargo barges and scows, and 2,212 tank barges 
with an aggregate cargo carrying capacity of approximately 12,996,564 tons. 
They employ some 65,000 operating personnel. From these figures we can 
readily ascertain that the barge and towing vessel industry is largely made 
up of small-business men, inasmuch as each of the 1,700 operators of equipment 
has an average of slightly less than 11 pieces of equipment, not enough per 
operator to make up one of the standard large tows operating in daily service 
on the principal waterways. 

In spite of the fact that our industry is made up of small, highly diversified 
operators whose operations are individualistic in nature, the industry as a 
whole has proven itself to be a reliable, safe, economical mode of transportation 
which in 1956 attracted 8.1 percent of the total intercity freight traffic in the 
United States. When we compare that with the 3.5 percent of the total inter- 
city freight traffic which the barges, towboats, and shallow-draft tankers 
handled in 1947, we get an idea of the attraction which the waterways industry 
has shown for commerce in the last 10 years. 

Actually, the inland waterways transportation industry in its present form 
first demonstrated its ability as the low-cost carrier of bulk commodities during 
World War II when it rendered outstanding service particularly in the carriage 
of petroleum products over the protected inland waterways when Nazi sub- 
marines were throttling our domestic lifeline by sinking our offshore tankers. 
In the war years from December 1941 to August 15, 1945, barges carried 1,731,- 
030,485 barrels of petroleum products in addition to handling large quantities of 
coal, ores, iron, and steel products. During the war years the shipyards which 
had been built along the inland waterways to serve water carrier operations 
turned their facilities and their talents to the building of war vessels and pro- 
duced 3,945 vessels, 146 drydocks, 48,744 tons of sections of ships, and 500 tons 
of prefabricated sectional bulkheads. These inland-built war vessels, including 
submarines, went to sea over the inland channels, propelled by the same tow- 
boats that now move our domestic commerce. Many of the vessel sections which 
were built inland were to our coastal shipyards aboard barges propelled by these 
same towing vessels. 

The record established by the inland waterways transportation industry dur- 
ing the war years has been translated in the 10-year postwar period into pro- 
viding a transportation industry geared specifically to hauling the raw materials 
of industry at the most economical price afforded by any mode of transportation 
in the United States. 

Our cargoes are made up principally of coal, petroleum and petroleum prod- 
ucts, grain and grain products, building materials, ores, iron and steel products, 
and chemicals. Our cargoes are the essential raw materials of industry, essential 
to our manufacturing processes. But they are of low value within themselves, 
mostly move in bulk, and, therefore, they command the lowest transportation 
rates of any group of commodities moving within this country. The barge and 
towing-vessel industry has demonstrated its ability to handle these cargoes 
efficiently and economically and, consequently, was attracting an increasing share 
of this portion of the transportation load until the current recession. 

This is a very brief recital of the background of the industry that I represent 
in my testimony before this committee. It may be of interest to the committee 
for me to add one other facet of the story. The towing vessels employed on the 
inland waterways are almost all diesel powered. They range from vessels with 
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propulsion power of 500 horsepower to others with 6,000 horsepower. They are is 
each a specifically built powerplant designed to handle particular loads under 

the very exacting operating conditions imposed by the great variety of channel ye 
conditions which are encountered on our various waterways. These boats are In 
equipped with living quarters for the crews, the necessary power and arrange- 

ments of screws and rudders to enable them to handle their designed loads, which he si 
in some cases range up to as many as 25 barges each with a cargo capacity of there 
500 to 3,000 tons each, and radar to permit them to operate around the clock in tain 
all kinds of weather. Many of the barges are specifically designed for efficient, migh 
economical handling of special cargoes, such as highly corrosive acids, molten Il 
aoe” asphalt, as well as chemical cargoes that must be transported under or cl 

The operators of this equipment, as well as the shippers and receivers of com- ales 
merce who employ inland-waterways transportation, have a vital stake in the deci 
transportation policy of the United States, and we believe this segment of the Fi 
transportation industry deserves consideration in any legislation which this mail 
committee is considering. 

Mr. InGrrsou.. I would like to say, also, that I am the president r 
of the Federal Barge Lines, which is now a privately owned barge ( | 
line on the Mississippi, Illinois, and Missouri Rivers, and I had the a6 
pleasure of appearing before this committee numerous times durin ie 
the time I was the president of that organization while it was stil eT 
an agency of the Federal Government. th 

In the present situation, where the Government’s policies in the Sa 
regulation of transportation are being reexamined, I think it is fair 3 
to say that the thing which concerns us the most is that part of the an 
railroad ratemaking policy and the Government regulations of that , 
policy which is concerned with making selective price cuts to meet a 
our competition. ‘se te I 

This has been the historic characteristic of the competition between a 
rail and water transportation in the Mississippi Valley for 100 years. wits 

It is by the device—or it was by the device of making selective rate ‘com 
cuts where and as needed that the railroad industry in the first in- Sng 
stance was able gradually to eliminate water competition in the Mis- oe 
sissippi Valley. | 

This took place almost entirely, if not entirely, prior to the passage if { 
of the Transportation Act of 1920, during a period when, as I under- the 
stand it, the Interstate Commerce Commission had little or no au- \ 
thority or mandate from the Congress to take into account the effect a 
between different forms of transportation of the ratemaking of one 7 
form of transportation. me 

Since the Transportation Act of 1920, and particularly since the si 
Transportation Act of 1940, the Interstate Commerce Commission ie 
has been admonished, and has had authority, to regulate the competi- eve 
tion between forms of transportation in such a fashion as to promote ar 
the public interest in various stated ways in the national transporta- 3 
tion policy as best they could, 80 

I was very much impressed at listening to Mr. Freas this morning oor 
describe some of the trials and tribulations of finding the public in- ate 
terest in these difficult decisions. : 

I was also very much impressed in the statement that he presented lar 
6 weeks ago before the Senate committee in the Senate, in which he ’ 
commented on the accusation which has been freely bandied about Sh 
that the Interstate Commerce Commission too frequently in its de- ju 
cisions departs from the intent of Congress as expressed in the na- pr 
tional transportation policy and other parts of the statutes. , 





v3 © O ot 


ors @® —_ 


co oc 


i 


It 


co OO — 


RAILROAD PROBLEMS 191 


I think that Mr, Freas’ comments are worth emphasizing and, with 
your permission, I would like to read what I think is the key to it. 


In the myriad of proceedings before us— 


he says— 

there may be isolated instances where our general objectives are not fully at- 
tained or where, perhaps, the reports are not written with all the clarity that 
might be desired. 

I believe, however, that any disability in this regard on the part of any carrier 
or class of carriers results not from inadequate legislation or improper admin- 
istration, but from the failure of the carrier, or carriers, involved to submit an 
adequate record, which, under the law, is the only basis upon which any valid 
decision of the Commission Can rest. 

Fortunately, much progress is being made in this respect, but much still re- 
mains to be done. 

I think it is fair to say not only the railroad companies complain 
as to the Commission sometimes not exactly carrying out the intent of 
Congress in the national transportation policy, but we have heard out- 
raged cries from the trucking industry, and sometimes we don’t con- 
ceal our own feelings of having been imposed upon. 

The railroads’ proposal in this area, as I understand it, is to say, 
in effect, that, in a situation where this sort of thing can happen, the 
cure is to repeal, to stop trying to find the public interest in this way, 
and just take away from the “Commission the authority and the re- 
sponsibility to weigh the conflicting interest of the carriers and take 
away from the Commission the responsibility of trying to seek public 
interest in these contests and just say that this must not be considered. 

I can’t help but think that this is a turning back of the clock that 
would put us, at least, back where we were before 1920 when the Com- 
mission in the first instance had a responsibility and an authority to 
look into this question and regulate in varying degrees the competi- 
tion between the carriers in the public interest, all things having been 
considered. 

Prior to 1920, we were at the mercy of the railroads when, as, and 
if they saw fit to exert their financial strength to put out of business 
the water carriers. 

Water transportation was an inconsequential thing in that cireum- 
stance. 

I think it ought also, in this connection—it would be proper to 
mention in this connection that the most significant aspect of this pro- 

sal is that in the eyes of the administration, who first conceived the 
idea of allowing greater ratemaking freedom to the carriers, in the 
eyes of the administration, this proposal is no longer felt to be a de- 
sirable one. 

In Secretary Weeks’ letter to the Senate committee here a month or 
so ago, he condemned the concept of the three “shall nots,” but we 
consider to be exac tly the same as this proposed section 5 in the Sen- 
ate bill. 

We don’t believe that it is in the public interest to create a no-man’s 
land as to antitrust regulation in transportation. 

Where we are not covered by the other antitrust legislation of the 
Sherman and Clayton and Robinson-Patman Acts, we believe that the 
jurisdiction exercised by the Interstate Commerce Commission is a 
proper one. Sometimes we complain that it is a little too loose in its 
enforcement, and other witnesses have pointed out to the committee 
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some of the wide variations in the pricing of railroad transportation 
which we think are wider than would be permitted under the Robin- 
son-Patman Act in other industries. 

But, nevertheless, in this existing set of statutes and under the ad- 
ministration of the type that has been given in the last 18 years, the 

water transportation industry has prospered and has flourished. 

So even though the administration of this statute is more lenient, 
let us say, than we believe the Department of Justice would admin- 
ister the antitrust statutes if they applied, nevertheless, we have 
prospered, but we do not believe that it would be a safe thing under 
the circumstances to relax them. 

I have been impressed in reading the report of the Senate Com- 
mittee on Surface Transportation, as to the conclusions that they 
have reached in the matter of policy of the regulation of inter- 
carrier competition. 

I would like to very briefly summarize a part of this report that 
I think is pertinent. 

The report says : 

It is the policy of this subcommittee and believed to be the policy of the Con- 
gress that each form of transportation should have the opportunity to make 
rates reflecting the different inherent advantages each has to offer so that in 
every case the public may exercise its choice, cost, and service, both considered, 
in the light of the particular transportation task to be performed. 

The subcommittee believes and the national transportation policy is clear, 
however, that such ratemaking should be regulated by the Commission to pre- 
vent unfair destructive practices on the part of any carrier or group of carriers. 

It, nevertheless, appears that the ICC has not been consistent in the past 
in allowing one or another of the several modes of transportation to assert their 
inherent advantages in the making of rates. 

The subcommittee recommends, therefore, that the Commission consistently 
follow the principle of allowing each mode of transportation to assert its 
inherent advantage whether they be of service or cost. 

Mr. Incersoit. As to the Commission’s lack of consistency, I 
think that Commissioner Freas’ comment is a valid one. 

As to the statement of the Senate Committee on Policy, I think 
we could not take exception on it. I do not have the impression that 
the Interstate Commerce Commission takes exception to it or that 
in any sense it is inconsistent with the understanding of our industry 
as to the effect of present national policy. 

But when we look at the proposed amendment to the ratemaking 
rules which is founded on this premise, we are compelled: to say 
that we see an inconsistency because we believe that the effect of 
this recommendation is to say that included in the inherent advan- 
tage of one carrier is its incidental financial strength and its ability 
to win a rate war. 

We do not believe this is intended by the Congress to fall within 
the definition of inherent advantage. 

We particularly think that this would be an improper—this pro- 
posal would produce an improper situation, and would be inconsist- 
ent with the concept of inherent advantage if on the one hand you 
provide financial assistance in the shape of Government loan guar- 
antees on terms more favorable than are available in the market 
place, and on the other hand, permit a greater latitude in competi- 
tive ratemaking. 
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We can see nothing else in this than the Government financing of 
a rate war of extermination against such water competition as the 
railroads felt from time to time to be an annoyance 

It is our recommendation, therefore, in summary, that the many 
desirable features of legislation being c urrently considered to help the 
railroads, be pr ocessed forthwith but that these proposals now being 
considered in the House and the Senate to amend the ratemaking 
rules be given consider 0 more study and thought, and that the 
language now contained in S. 3778 and its companion bill in the House 
whose number I do not have before me, be referred for separate con- 
sideration. 

Thank you, Mr. Chairman. 

Mr. Rorerts. Thank you, Mr. Ingersoll. 

Mr. Hale? 

Mr. Hate. Mr. Ingersoll, what is the difference between these two 
statements here, they both seem to have substantially the same caption. 

Mr. InGersou. Sir? 

Mr. Roserrs. One is an appendix, Mr. Hale. 

Mr. Hare. Your statement is a statement on competitive ratemak- 
ing and your appendix A is on the same subject. 

Mr. INcersou.. The appendix is merely a recitation more in detail 
of what the American Waterways Operators is, and what my own 
background is. This was merely intended to get it out of the head 
of the statement so as not to take up the time of ‘those who might want 
to get at the meat of our statement. 

Mr. Hauer. The body of the statement contains your personal opin- 
ion and the appendix is descriptive of the business of the American 
Waterways Operators, is that right? 

Mr. Incersout. That is correct, yes. 

Mr. Hae. Thank you. 

Mr. Roserts. The gentleman from California. 

Mr. Youncer. Mr. Ingersoll, isn’t it possible for the ICC to do 
everything that you contempl: rte might be done under the new rate- 
making provision section 5? 

Mr. [xcrrsotn. We believe that the railroad industry and indi- 
vidual railroads in rate cases would strongly urge and that it would 
be difficult to object to their urging that such action by the Congress 
as in this proposed section 5 in the Senate bill would be considered by 
the Commission, all other things being equal, to invite a greater 
license to the railroads to make ‘competitive 1 rates without regard to 
their effect on the competition. 

Now the actual degree to which that effect would be felt, of course 
would, I presume depend on the case and on how strongly it could be 
urged that this was the intent of Congress. 

At the very least, we believe that such language would move the 
center of gravity in a direction of more destructive price-cutting. 

Mr. Youncrr. Do you have any cases in your association where 
price-cutting has hurt the members of your association or caused them 
to discontinue / 

Mr. Incersotn. I do not quite understand your question, sir. 

Mr. Younger. Well, you heard the testimony of Mr. Dewey just 
previously, did you not ? 

Did you hear him? 





194 RAILROAD PROBLEMS 


Mr. Incersotyt. This was the gentleman from the Pacific coast? 

Mr. Youncer. Yes. 

Mr. INGERSOLL. Yes, sir. 

Mr. Younecer. He gave certain examples where the ICC had entered 
into rates that were destructive under the present law. 

Mr. INGERSOLL. Yes, sir. 

Mr. Youncer. Has any member of your association had any such 
experience / 

Mr. Incersoti. Our members are, I think, engaged in a more diver- 
sified activity than the ship operators on the west coast, and while 
our activity on the other hand is much narrower than rail activity 
as to commodity descriptions, we are not quite so susceptible to single 
commodity rate changes. 

However, I would be happy to have prepared and submitted for 
the record a set of cases of the type you describe. I cannot recite any 
offhand. But our organization, dealing with rates, the W ‘aterway 
Freight Bureau has a sad record of failure in the direction in recent 
years. 

Mr. Youncrr. Well, are your members any different from the In- 
land Waterway Common Carriers Association ¢ 

Mr. Ineprsott. The American Waterway Operators is composed 
of all kinds of carriers, not just common carriers. 

My own company is a member of the American Waterway Opera- 
tors and the Inland Waterway Common Carriers Association. In the 
area of common carrier water traffic we are the same people. 

Mr. YouNncer. Thank you, Mr. Chairman. 

Mr. Roserts. The next witness is Mr. C. H. Washer of the Ameri- 


can Retail Federation, Washington, D. C. 

Mr. Wasuer. Mr. Chairman, this is probably the shortest state- 
ment today. 

Mr. Roperrs. Yes; I would certainly like to offer the congratula- 
tions of the committee. 

You may proceed. 


STATEMENT OF CHARLES A. WASHER, TRAFFIC MANAGER, AMERI- 
CAN RETAIL FEDERATION, WASHINGTON, D. C. 


Mr. Wasuer. Mr. Chairman, my name is Charles A. Washer, and I 
am traffic manager of the American Retail Federation with offices at 
1145 19th Street, NW., Washington, D. C. 

I appear here today in behalf of the transportation committee of 
this federation and representing the 30 national and 38 statewide re- 
tail associations shown on the attached list. 

Our views have been previously submitted to you in connection with 
hearings in 1956 on H. R. 6141, and the portion on competition in 

ratemaking i is pertinent today. 

The present theory in testing rates is based on whether such rates 
are just and reasonable. The Interstate Commerce Commission, to 
preserve the “inherent advantages” of each, may require motor 

carriers and rail carriers to have exactly the same rates on any specific 
article. 

Believing that the shipping public will benefit from permitting 
competition and carrier judgment to have a greater force in determin- 
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ing the rates, we approve measures which give the Commission less 
authority in prescribing the rates published by any one type of trans- 
portation because of the effect of such rates on the rates or traffic of 
any other type of carrier. 
nso doing, we believe that the Commission should not be restricted 
from considering the rates and the effect of such rates on the move- 
ment of traffic, or in fact, any of the positive factors now contained in 
section 15a, since these are necessary and proper considerations for the 
Commission and for the protection of the shipping public. 
To the extent H. R. 12488 adds a restriction to minimum rate con- 
siderations as to rail rates, it seems consistent with the above policy. 
soe md and fair play would seem, however, to demand that com- 
parable provisions be added to parts II, III, and IV of the Interstate 


Commerce Act. 

Thank you for the privilege of appearing before you today. 

Mr. Roserts. Thank you, Mr. Washer. 

Any questions from the subcommittee ? 

Mr. Hate. That is an admirable statement, Mr. Washer, and very 
intelligible. It is gratifying to have such a statement. I have no 
questions. 

Mr. Rosertrs. Mr. Younger / 

Mr. Youncer. I have no questions. 

Mr. Wasuer. Thank you. 

(The lists referred to are as follows :) 


NATIONAL ASSOCIATIONS 


American Retail Coal Association 

Associated Retail Bakers of America 

Association of Family Apparel Stores, Inc. 

Institute of Distribution, Inc. 

Mail Order Association of America 

National Appliance & Radio-TV Dealers Association 
National Association of Chain Drug Stores 

National Association of House to House Installment Companies, Inc. 
National Association of Music Merchants, Ine. 
National Association of Retail Clothiers & Furnishers 
National Association of Retail Grocers 

National Association of Shoe Chain Stores 

National Council on Business Mail, Ine. 

National Foundation for Consumer Credit, Inc. 
National Industrial Stores Association 

National Luggage Dealers Association 

National Retail Farm Equipment Association 
National Retail Furniture Association 

National Retail Hardware Association 

National Retail Tea & Coffee Merchants Association 
National Shoe Retailers Association 

National Sporting Goods Association 

National Stationery & Office Equipment Association 
National Tire Dealers & Retreaders Association, Inc. 
Retail Jewelers of America 

Retail Paint & Wallpaper Distributors of America, Ine. 
Super Market Institute, Inc. 

Variety Stores Association, Inc. 

Women’s Apparel Chains Association, Ine. 
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STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Ine. 
Arizona Federation of Retail Associations 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association 

Colorado Retailers Association 

Delaware Retailers’ Council 

Florida State Retailers Association 

Georgia Mercantile Association 

Idaho Council of Retailers 

Illinois Retail Merchants Association 
Associated Retailers of Indiana, Inc. 

Iowa Retail Federation, Inc. 

Kentucky Merchants Association, Inc. 
Louisiana Retailers Association 

Maine Merchants Association, Inc. 

Maryland Council of Retail Merchants, Ine. 
Massachusetts Council of Retail Merchants 
Michigan Retailers Association 

Minnesota Retail Federation, Inc. 

Mississippi Retail Merchants Association 
Missouri Retailers Association 

Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association 

Retail Merchants’ Association of New Jersey 
New York State Council of Retail Merchants, Ine. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants 
Oklahoma Retail Merchants Association 
Oregon State Retailers’ Council 

Pennsylvania Retailers’ Association, Inc. 
Rhode Island Retail Association 

Retail Merchants Association of South Dakota 
Retail Merchants Association of Tennessee 
Council of Texas Retailers’ Association 

Utah Council of Retailers 

Virginia Retail Merchants Association, Ine. 
Associated Retailers of Washington 

West Virginia Retailers Association, Inc. 


Mr. Roserts. Mr. Clerk, I have a few statements to be included in 
the record: A statement of Mr. F. F. Estes, director of the transporta- 
tion department of the Nationa] Coal Association, Washington, D. C.; 
and a statement of Mr. Alvin Shapiro, vice president of the American 
Merchant Marine Institute. I do not see any address. 

(The statements are as follows :) 


STATEMENT OF F. F. EStTEs 





My name is F. F. Estes. I am director, transportation department, of the 
National Coal Association with offices in the Southern Building, Washington, 
D. C. The National Coal Association is the trade organization representing 
producers of two-thirds of the commercially produced bituminous coal in the 
United States. 

The fact that bituminous coal furnishes the rail carriers with more tonnage 
than any other single commodity, and further that the coal producers are 
vitally interested in a financially healthy railroad industry that will be equipped 
and ready to meet all demands made or to be made upon it for transportation, 
prompts us to make the following brief observations and suggestions: 

While there is a varying degree of economic health as between individual rail- 
roads, it would seem that the railroad industry as a whole is not in the best 
condition, either with respect to finances or equipment—more particularly 
freight equipment. This condition may be attributed in part to conditions 
affecting some individual carriers which have not correspondingly affected others, 
but also in part to a slowness, so to speak, on the part of some rail managements 
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to anticipate competitive and other conditions which have been on previous 
horizons and which, by lack of foresight or apathy, have failed to combat. In 
other words, much of the difficulty facing the railroads today is due neither to 
a lack of legislation nor to too much legislation, but instead can be rightly laid 
at the doorstep of the railroads themselves. 


1. ECONOMY 


It may be said fairly that while the railroads have effected economies and 
reduced operation costs in certain directions, they have by no means exhausted 
even a substantial portion of the opportunities that lie in this field. For example, 
the railroads incurred a deficit from passenger operations in 1956 amounting to 
$696 million. These passenger deficits are nothing new. Not since 1945 have 
the railroads operated their passenger service in the black. Notwithstanding 
these huge deficits, which for the last 10 years have averaged well over $600 
million annually, the railroads continue to purchase and install new passenger 
equipment for use in this nonprofit segment of their business. For example, in 
each year since 1951 the railroads have installed more new passenger cars than 
in the previous year, while during the same period the number of revenue pas- 
sengers carried has been for each year less than the number carried for the 
previous year. Many passenger trains are today, and for the past several years 
have been, operated with only a small portion of the available space occupied. 
The railroads’ operating expenses could sharply be reduced if many of these 
trains were abandoned. 

More than 18 percent of the passenger train deficit is accounted for by com- 
muter services, which in many cases involve no haulage of passengers from one 
State to another, or generally from one city to another. These services are 
essentially for the benefit of metropolitan communities, and should be supported 
by those communities or their residents. At present the railroads are required 
to absorb these losses out of general freight revenues. 

The railroads will give as their reason for not abandoning these and other 
unprofitable operations that when they propose to take off a passenger train 
which is no longer being patronized to any great extent, they meet opposition 
from local chambers of commerce, mayors, civic organizations, and other local 
interests, and that the State commissions are more prone to listen to the plea 
of these parties and deny the railroads’ petition for abandonment of the train. 
To some extent their reason is unquestionably valid; and if that be the situation, 
then we would recommend that the Interstate Commerce Commission be given 
full authority to permit abandonment of unpatronized passenger trains or any 
other unprofitable operations without State or other government interference 
with its ruling. The official position of the National Coal Association with 
respect to railroad deficit operations is: 

“That all users of rail transportation should be required to pay charges that 
will meet out-of-pocket costs and make a reasonable contribution to burden 
or overhead of the carriers and that failure to do so constitutes a subsidy of such 
preferred service by other users of transportation.” 

Another way in which economy could be effected is the discontinuance of 
parallel service. This could be done by mutual arrangements between the 
railroads or eventually by merger of two or more roads or systems. There is a 
specific trend in the direction of the merging of railroads and that is encouraging. 
The danger that such mergers might lead to monopoly has long since been 
removed as other modes of transportation have shared increasingly in the overall 
or national transportation volume. 


2. NEW LEGISLATION 


(a) National transportation policy—If there is to be any change in the 
national transportation policy the coal industry suggests the following as appro- 
priate language for that policy : 

“Tt is hereby declared to be the national transportation policy of the Congress— 

“1. To encourage under the free enterprise system of dynamic competition, the 
development of a strong, efficient, and sound national transportation industry 
which will at all times remain fully adequate for national defense, the postal 
service, and commerce ; 

“2. To foster and encourage competition between modes of transportation 
as well as among carriers by each mode and give to the carriers a greater latitude 
in competitive ratemaking to meet carrier and market competition, and to en- 
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courage technical innovations, the development of new rate and service tech- 
niques, and the increase of operating and managerial efficiency, full use of 
facilities and equipment, and the highest standards of service, safety, economy, 
efficiency, and benefit to the transportation user and the ultimate consumer, but 
without unjust discrimination, undue preference or advantage, or undue 
prejudice, and without excessive or unreasonable charges on noncompetitive 
traffic; 

“3. To cooperate with the several States and the duly authorized officials 
thereof ; 

“4. To reduce regulation of the transportation industry to the minimum con- 
sistent with the public interest ; and 

“5. To require that such minimum regulation be fair and impartial, without 
special restrictions, conditions or limitations on individual modes of transport. 

“All the provisions of this act shall be construed, administered, and enforced 
with a view of carrying out the above declaration of policy.” 

(6) Determination of minimum rates.—The coal industry recommends that 
section 15, subsection (1), of the Interstate Commerce Act remain unchanged 
with the exception that the period after the last word “prescribed” in the sub- 
section be changed to a semicolon and there be added thereto the following: 

“Provided further, That in determining a minimum rate the Commission shall 
not consider the effect of such rate on the traffic of any other mode of trans- 
portation, the relation of such rate to the rate of any other mode of transporta- 
tion, or whether such rate is lower than necessary to meet the competition of 
any other mode of transportation.” 

This recommendation is in agreement with that of the railroads with respect 
to the three “shall not” provisions advocated for guidance of the Commission 
in determining minimum rates. Similar changes should be made in sections 
216 (i), 307 (f) and 406 (d) of parts II, III and IV of the Interstate Com- 
merce Act. 

(c) Section 22.—The amendment to section 22 of the act passed at the last 
session of Congress and signed by the President on August 31, 1957, provides 
that the railroads shall make public the rates which they negotiate with the 
xyovernment under this section. The Interstate Commerce Commission has con- 
strued this amendment to mean that the railroads are required to file with it 
only those section 22 rates which have been negotiated since the effective date 
of the act. While this provides shippers with partial information with respect 
to these rates, it leaves unavailable information to the general public with re- 
spect to section 22 rates negotiated prior to the effective date of the amendment, 
and on which traffic is still moving and will continue to move for an indefinite 
period of time. We feel it would be in the interest of the general public to spell 
out in another amendment to section 22 the requirement that all rates negotiated 
under that section, and which are now applicable, should be made public by 
filing with the Interstate Commerce Commission. 

(ad) Bulk commodity eremption.—Section 303 (b) of the Interstate Commerce 
Act exempts from regulation by the Commission the transportation by a water 
carrier of commodities in bulk when the cargo space of the vessel in which such 
commodities are transported is being used for the carrying of not more than 
three such commodities. There have been previous efforts which no doubt will 
be renewed in this Congress to remove this exemption. The coal industry fa- 
vors the retention of this exemption and vigorously opposes any removal of it. 

We firmly believe it is the intent of this committee and Congress to give the 
ultimate consumer the benefit of the lowest possible transportation costs. When 
this exemption was provided for in 1940, it was recognized that the transporta- 
tion of not more than three bulk commodities was a specialized service, distin- 
guished from the business of carrying numerous and different commodities by 
carriers engaged in general transportation. This bulk transportation is but 
slightly different from private transportation, the main difference being that 
those who use the transportation are not actually engaged in the transportation 
business. These users have during the past 17 years come to rely and depend 
upon the reasonable stability of the water rates, and have been able to promote 
and maintain trade that would never have been possible under the prohibitive 
freight charges of regulated carriers. Industries have invested large sums of 
money to locate at points where water transportation can be utilized. Certainly 
all of these plans and considerations should not be wiped out with one fell 
swoop by summarily repealing the present exemption. 

The thinking of those who advocate the repeal of this exemption is readily 
understandable. But no such advocate has stated here or elsewhere that this 
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repeal is sought so as to provide the public with cheaper transportation. The 
effect would be that the present charges on these bulk commodities would be 
raised to protect the earnings or rate of return of the presently regulated 
carriers. 

(e) Suspension provisions.—Efforts have been made previously to have sub- 
section 7 of section 15 of the Interstate Commerce Act amended so as to reduce 
the 7 months’ suspension period provided therein to a lesser period. The coal 
industry is vigorously opposed to any reduction below the 7 months’ period for 
the following reasons: 

While there may be suspension requests filed which are of a fickle nature, 
in that they are not followed through to the hearing stage, we believe the Com- 
mission can properly evaluate these requests and either suspend or not suspend 
the published schedule as its judgment dictates. In the case of bona fide pro- 
tests, a period less than 7 months (a 3-month period has been suggested) would 
be wholly inadequate to allow proper preparation for the hearings, the intro- 
duction of testimony and evidence, argument, ete., and a sufficient time for the 
Commission to fully consider the merits of the case. 

(f) Ratemaking rule—The present ratemaking rules (sec. 15a (2)) of the 
Interstate Commerce Act spells out certain factors which the Commission shall 
consider in prescribing just and reasonable rates on the movement of traffic 
by the carrier or carriers for which the rates are prescribed: to wit, “among 
other factors, to the effect of rates on the movement of traffic by the carrier or 
carriers for which the rates are prescribed; to the need, in the public interest, 
of adequate and efficient railway transportation service at the lowest cost con- 
sistent with the furnishing of such service; and to the need of revenues suffi- 
cient to enable the carriers under honest, economical, and efficient management 
to provide such service.” 

During the past 10 or 12 years, the railroads have applied to the Commission 
for blanket increases in freight charges, based on their need for additional 
revenue as a national group of carriers. 

In these proceedings, which the Interstate Commerce Commission chose to 
denominate as “general revenue proceedings,” there has been little or no oppor- 
tunity afforded shippers and consignees to present evidence with respect to the 
reasonableness of the proposed increases and the resultant freight rate level, 
under section 1 of the act; and it is fair to say that consideration as to whether 
the traffic could bear the increased charges was appraised on whether the ton- 
nage lost to rail movement would be less than the additional revenue derived 
from the tonnage that might remain. 

In granting these requests for increased charges (in whole or in part) the 
alternative open to those who pay the freight bills is that they can file a com- 
plaint under sections (1), (2), or (3) of the act. This not only involves expense 
of litigation, but shifts to the shipper or consignees, as the case may be, the 
burden of proof—a burden not assumed by the railroads when they increased 
their charges, with Commission approval, in the first instance. The pattern 
thus established of permitting freight rates to be increased by a mere showing 
by the railroads of overall revenue needs of the rail carriers has relegated the 
factor of “effect of rates on the movement of traffic’ to the nethermost factor 
of section 15a (2) and replaced its former primary standing with the last- 
mentioned factor of the section, namely need of revenues. 

Now, we do not believe that Congress meant, when it enacted this statute, 
that the Commission should give primary consideration and weight to the 
carriers’ need for additional revenue, and subordinate the “effect of rates on 
the movement of traffic’ in the fixation or approval of freight rates. 

Another yardstick by which the need of revenues of carriers to provide ade- 
quate and efficient transportation at the lowest cost must be evaluated, under 
section 15a (2), is that of “honest, economical, and efficient management.” We 
would be the last to question the railroads of other than honest management. 
Railroad management is faced with a myriad of problems, and in any effort to 
resolve those problems we are confident that the railroads are acting in good 
faith and honesty. Nevertheless there lies at their doorstep the huge passenger 
deficit which parallels their net income, which income would be approximately 
twice what it is were it not for the passenger deficit. How long could a factory, 
a mercantile establishment, or any other business justify such a deficit operation 
to its stockholders? Yet, to our knowledge, in no single instance where the 
ICC has approved freight-rate increases has it mentioned or referred to any 
investigation of, or attempt to investigate, whether such increases are justified 
under economical and efficient management of the railroads. 
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If there is to be any change in the ratemaking rule, the coal industry would 
recommend that the present language should be changed to read as follows: 

“In the exercise of its power to prescribe just and reasonable rates, the 
Commission shall give due consideration, among other factors, to the effect of 
rates on the movement of traffic by the carrier or carriers for which the rates 
are prescribed, including but not limited to, the effect of such rates on the 
market competition encountered by shippers and receivers; to the need, in the 
public interest, of adequate and efficient railway transportation service at the 
lowest cost consistent with the furnishing of such service, and to the need of 
revenues sufficient to enable the carriers under honest, economical, and efficient 
management to provide such service. In all proceedings involving general 
rate increases, the burden shall be upon the carriers to prove that their opera- 
tions are economical and efficient and that additional revenues sought are re- 
quired to maintain or improve such service at those standards, and, prior to the 
granting of any such increases, the Commission must so find.” 

(g) Volume rates.—There is nothing in the present act that either requires 
or precludes the railroads from establishing trainload or volume rates for com- 
modities that move in large volume. The railroads have established some such 
rates in a few instances; and inasmuch as coal moves to destination in train- 
load volume which involves less operating costs in transporting such traffic, 
the coal industry feels that everything possible should be done to encourage the 
establishment by the railroads of volume rates. The establishment of such rates 
is comparable to the normal differential in the mercantile and other industries 
between wholesale and retail prices. The passing on of the savings effected by 
the railroads in the movement of coal in large volume would substantially help 
the coal producers in meeting the competition so prevalent at all times with com- 
petitive fuels, which latter fuels in many, if not most, instances, are not trans- 
ported by the rail carriers. 

(h) Transportation excise tares.—While not coming within the direct purview 
of this committee, it would seem germane in this investigation to make brief com- 
ment upon the onerous and inequitable taxes on the transportation of property 
and passengers which the users of transportation service are still required to 
pay, even today, some 11 years after the end of World War II. 

The excise tax collected on property amounts to 3 percent on general freight 
charges, and 4 cents per net ton on coal. There has been no change in the rate 
of this tax since it was initially imposed in 1942. The tax on passengers, which 
was previously 15 percent, was lowered to 10 percent in 1954, and other slight 
concessions were made with respect to maximum fare exemption. Similar taxes 
which were imposed during World War I were repealed some 3 years after the 
war, and a 15-percent World War passenger tax in Canada was repealed in 
March 1949. The 4-cent net ton tax on bituminous coal is passed on in its entirety 
to, and paid by, the coal consumer. The repeal of this tax on the rail movement 
would mean a saving in the annual fuel bill of coal users of some 15 or 16 million 
dollars. The railroads in effect act as tax collectors for the Federal Government 
in exacting these taxes from the payers of transportation charges, and, therefore, 
removal of that burden would substantially reduce the expenses of the railroads. 

This subcommittee could perform a real service to the welfare and economy 
of the Nation, to a more equitable transportation policy, and a more equitable 
and fair competition between the shippers and receivers of freight by advocating 
the immediate repeal of these transportation taxes, both on property and pas- 
senger traffic—and more particularly on the transportation of property. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN MERCHANT MARINE 
INSTITUTE 


My name is Alvin Shapiro. I am vice president of the American Merchant 
Marine Institute, a trade association representing the owners of a substantial 
majority of the United States-flag merchant shipping operating in both the do- 
mestic and foreign trades of the United States. Many of our member companies 
operate in the domestic trade and are therefore in competition with other 
domestic carriers. Some of these members are certificated by the ICC in our 
domestic offshore trade. We, therefore, have a substantial interest in the current 
proceeding. 
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We state at the outset that the water carriers believe in healthy competition 
between all forms of transportation. Also, subscribe to the reasonable support 
of the railroad industry. We believe it is to the best interest of the country that 
all forms of domestic transportation be maintained in a healthy state. 

This proceeding is for the purpose of examining problems of the railroads. 
As an industry they are currently in a depressed state. Offshore water carriers 
in the nontanker area, too, know the meaning of hard times. For example, they 
have seen their own coastwise and intercoastal fleets cut from 409 vessels to 
93 vessels in the short span of two decades.“ Many proposals have been made and 
are being considered as means of aiding the railroads, and because of their own 
problems the water carriers are not unsympathetic. However, one of the meas- 
ures is particularly objectionable because it strikes at a major protection which 
has been placed in the Interstate Commerce Act to insure reasonable rate com- 
petition between all domestic interstate transportation services. In aiding one, 
we should not destroy others. 

As this committee is well aware, the railroads in previous legislative endeavors 
have attempted to obtain ratemaking solutions which have become known as the 
shall-not provisions. We thought that this matter had been settled but find 
again in section 5 of the bill currently before this committee (H. R. 12488) the 
proposed amendment of section 15a of the ICC Act to incorporate the following 
provision : 

“(3) In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a rail rate is lower than a reason- 
able minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode.” 

Under any system of reasonable competition restrictive rate practices cannot 
be tolerated. The railroads plead financial trouble as an industry, but seek a 
one-sided solution. They would ask that in determining a reasonable minimum 
competitive rate the ICC should consider only its effect upon the railroads, and 
not its effect upon any other mode of transportation. These stated intentions 
are forthright, but it is for just such considerations that the present law is 
needed. The offshore water carriers, as a mode of transportation, are in a poor 
position to compete with railroads without the rate protection granted to them 
under the ICC Act. It is our firm belief that the removal of such rate protection 
by granting of the railroads’ proposals will redound to the detriment of the na- 
tional security and preclude the maintenance of balanced domestic transportation 
services in the public interest. 


Mr. Roserts. That concludes the hearing for today, and the com- 
mittee will adjourn until 10 a. m. tomorrow. 

(Whereupon, at 4:15 p. m. the subcommittee was adjourned, to re- 
convene at 10 a. m., Wednesday, May 21, 1958.) 


1 Oceangoing vessels of 1,000 gross tons and over in coast wise and intercoastal trade: 











June 30, 1939 Apr. 1, 1958 
Number Gross tons Number Gross tons 
Le ™ al — 
Dry cargo vessels: 
i dieses addres 229 807, 000 49 325, 000 
NN 5 « iotainccttsioarasarinnasia nit ie 137 | 805, 000 44 327, 000 
Combination: | 
i a a 37 | 179, 000 | DO inctteinaadaies 
I og 6 | 47, 000 NOOR Ls es, 
Total: | | 
III casita «a np albasiemaiblaiea acini } 266 986, 000 | 49 325, 000 
a era ae | 143 | 852, 000 | 44 | 327, 000 
WOE: « dosee ict ee sdcce Sete! 409 | 1,838, 000 93 | 652, 000 
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WEDNESDAY, MAY 21, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D.C. 

The subcommittee met at 10 a. m., pursuant to adjournment, in 
room 1334, House Office Building, Washington, D. C., Representa- 
tive Kenneth A. Roberts presiding. 

Mr. Roserts. The subcommittee will please come to order. 

Mr. George P. Baker, president of the Transportation Association 
of America, will be our first witness this morning. 

You may proceed with your statement, Mr. Baker. 

Mr. Baker. I should lke to request that the full statement I have 
here be put in the record, sir. Actually, I will just read what is on 
the green sheets here, which is a summary, and ask that the whole 
thing be put in the record. 

Mr. Roserts. The statement will be included in the record in full. 

Mr. Baxer. Thank you. 


STATEMENT OF GEORGE P. BAKER, PRESIDENT, TRANSPORTATION 
ASSOCIATION OF AMERICA 


Mr. Baker. My name is George P. Baker. I am professor of 
transportation at the Harvard Graduate School of Business Admin- 
istration, Boston, Mass. I am appearing today as president of the 
Transportation Association of America, a national transport policy 
organization made up of all types of users, investors, and carriers. 

My statement today covers 2 of the 4 subjects listed for considera- 
tion at these hearings. I should like to urge favorable consideration 
by your subcommittee of two proposals that call for greater authority 
of the ICC over (1) the abandonment of unprofitable rail services 
and (2) the adjustment of intrastate rates. Our association has not 
taken a position on the other two subjects; namely, construction re- 
serve and competitive rates. 

While these two TAA proposals are designed primarily to solve or 
ease railroad problems, I should like to remind the members of the 
subcommittee that our association has also urged favorable consider- 
ation by Congress of other proposals that deal with problems of our 
publicly regulated carriers in general. Last month, I appeared be- 
fore this subcommittee in support of specific statutory language to 
outlaw illegal for-hire carriage in the motor-transport field, follow- 
ing a reaffirmation by the ICC that it needed clarifying language. 
Earlier, TAA spokesmen appeared before other congressional com- 
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mittees to urge favorable consideration of a number of policy pro- 
posals, including one to support repeal of the Federal excise taxes 
on transportation. 

At present, our cooperative project has under very active consider- 
ation the agricultural commodity panies problem. We are hope- 
ful of developing a proposal on this subject in the immediate future, 

Individual statements on the two proposals to be covered at these 
hearings are attached, together with background statements showing 
action taken on each within the association. 

(The attachments referred to are as follows :) 


Exuisir 1.—Hramples of current railroad applications with State commissions 
for authority to discontinue unprofitable services, February 1958 


| Annual out- | Months 

















State Points affected | of-pocket on 

leas file 
Alabama. - - - - Birmingham-M obile : ae . AR $192, 000 1g 
Arkansas_........-- | Little Rock to Louisiana Migs 555533 Jide pbidectedekan 51, 000 17 
Ce eh ee dicen eeupeannsnbectibead 280, 000 5 
Colorado | Sheridan Lake (station) ‘ ; ew eveatal 1, 794 6 
Connecticut ........| Torrington, Thomaston, Winstead_. Avauadvicpnudasdmhs 41 43, 000 18 
Georgia..........--.| Macon-Brunswick- . -- pie canes Bacal 106, 000 29 

en coke multiple -State item at end of table.) 
ees NT ee eee OO ee eer 10, 000 5 
Indiana.._.......-..| Terre Haute to Clinton district. - - me Sh ld arin te tr rice 25, 000 8 
| Free (station). -. tie Mites ts actin ei ‘iictiniatehie haem aritedicenes 5, 000 5 
Iowa___- .....| Sabula to Sewal . i ‘ a ea ppd aie .| 125, 000 15 
MES. ocean duns -| Topeka to Goodland -_----- Snhgedevantbied - 182, 449 | 9 
| Durand to Wichita ies ; « a | 70, 000 18 
Louisiana_-. _..-| Louisiana line to Alexandria oe jones aan 64, 000 15 
| Junction City to Winnfleld_..................-- ES 26, 030 6l 
Michigan.--.-..---- Grand Rapids to Petoskey- --- ahaha herein haa nee cad 65, 428 14 
| i ce ee CL. «cnn ccucccsnakwacehonbebeneisbons 50, 000 9 
ai od I OEE ohn cocn cateuweeadoebasautbanesehe 50, 216 20 
Nebraska. .--..--- | Omaha to ee Sia eaaiea SERENE ORC LE TE OTE ee 37, 747 21 
Various._._-- Kadota tlh daneddskdenbinekeseks 227,000 18 
New Hampshire__..| Charlestown (age ney) Sates — 2 ; .| 7, 357 8 
DOSY DONO ican <1 RAR DOLD: oe oh bbe a dhwenb Sa oa Crenienadbocse 26, 000 | 15 
Jamesburg to Perth Amboy-_-.--.----.....---- ee 20, 000 | 9 
Red Bank to Trenton___-. i ee Se 63, 000 9 
| (See multiple-State item at e nd of table. ) 
New York........-- oo a en ee 7, 500 12 
I ina iednecdcbanipn snamh<auil 5, 000 ll 
ne a rch soa ah ds te tees eh ech or enon a bo geeamivooni 5, 000 9 
Mountain View (station) _... I : woke wise 5, 000 7 
North Dakota..----| Jamestown-Turtle Lake, Carrington-New Rockford, 193, 951 31 
Oberon-Leeds, Jamestown, Esmond. 

Valley City-McHenry (freight trains). iat adalat 12, 940 31 
Fargo-Marion--_-_-  acaaalll Snancadbes 36, 812 31 
ORs sie Talmyra, Amsterdam (stations) -- Loktnasatek dane edeiahdbcaboare 9, 500 13 
Dillonvale, Pleasantville ¢ (stations)... ee a Sa caelmeitnite 8, 800 ll 
Chauncey (station) _. bce odh Medeina cick bie 6 Wemawci welaied 10, 000 9 
Lime City (station) -_..- inmiibtinne saaeuRbews 6, 000 7 
| Pemberville, Centerburg (sti stions)... ee ns oe 8, 000 6 
Pennsylvania....... EVOrte Berens CpNEION) .. 6. . 5. 0. nee cewoccncne ey 6, 000 6 
Fairview, Tower City, Re inholds $ (sti ations)... ae 17, 650 5 
Kimberton (station) -........- ba did eweeah caine « 4, 750 5 

South Carolina. ..-- I se amedesnibad 170, 000 (3) 
Wmeo0nen.......... | Milwaukee to Berlin. ____- meh eeeae Sine waree 50, 000 6 
Washington-Idaho._| Lewiston to Ayer... -- susweciecesssossebbbetabedmed 112, 391 31 


1 Denied 
2 Denied; pending. 
§ In court. 
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TO- ATTACHMENT PROPOSAL No. 1. UNPROFITABLE RAILROAD SERVICES 
X08 NATURE OF THE SUBJECT 
ler- Abandonment of the operation of railroad lines is now subject to regulation 
pe- under the Interstate Commerce Act. This has become increasingly important 
in recent years because of economic changes in rail transport. The condition 
Ire, of the railroads has changed from one of steady expansion to one of excessive 
ese mileage. Further, the growth of competition from other forms of transporta- 
ing tion, in some instances, and the decline or exhaustion of sources of traffic, in 
others, have resulted in substantial losses from the operation of formerly 
profitable branch lines. 
Before granting permission to abandon any line or the operations conducted 
on such j.ue, the ICC must find that public convenience and necessity permit 
ons such action. In making this determination in cases where abandonment of a 
segment of a railroad system is involved, the Commission usually weighs the 
— effect of the abandonment on the communities served against the burden placed 
iths on the railroad by continuing the operations in question. 
1 Of equal importance is the related problem of what may be referred to as 
. discontinuance of service, such as discontinuance of some or all of the passenger 
7 or freight service over a particular line without complete abandonment of 
18 all operations on the line. The Commission has held that its jurisdiction 
. extends only to the abandonment of railroad line, that is, to complete abandon- 
6 ment of operations and not to discontinuances of service short of complete 
8 abandonment.* However, where such discontinuances involve only intrastate 
“9 service, they are almost uniformly subject to State regulation. In recent years, 
5 the reluctance of some State authorities to permit discontinuance or any 
; significant curtailment of unprofitable rail passenger service has increased the 
15 burden on interstate freight traffic of making up such losses, and has often 
: caused severe financial hardship to the carriers. 
= ACTION OF THE PANELS 
rn The railroad panel, at the request of the coordinating committee, presented 
7 recommendations which became the basis for the discussion of the panels. 
18 The user and investor panels gave extensive consideration to these pro- 
8 posals. Both panels appointed subcommittees to study and report their find- 
. ings. The user panel’s interest is twofold: First, as users of branch-line 
9 services where abandonment situations are most usual; and, second, as the 
9 interstate shippers whose rates must support uneconomical operations. The 
1 investor panel’s interest stems largely from a feeling that the continued opera- 
9 tion of unprofitable services is a drain on the finances of the railroads involved. 
; The railroad panel proposed : 





“The Commission should be given the power, on appeal from adverse orders 
of State authorities, to authorize discontinuance of services which are a burden 
upon interstate commerce because they are being carried on by interstate car- 
riers at an out-of-pocket loss. This power should be based upon the same rea- 
soning which accounts for the Commission’s power over intrastate rates in 
section 13 (4). 

“The present requirement of the law respecting the obtaining of certificates 
prior to abandonment of a line should be continued but in the proceedings before 
the Commission in cases where the carrier can show that its operating expenses 
exceed its operating revenues attributable to that line (based on the experience 
of a certain period) an order shall be entered that the line may be abandoned.” 

The user panel, on the first proposal, disapproved of the wording of the clause 
“because they are being carried on by interstate carriers at an out-of-pocket 
loss’ because the panel felt the directive should be more broadly stated and also 
because “out-of-pocket loss” would be susceptible of argument as to interpre- 
tation and standards of cost. Their objections were met by changing the clause 
in question to “because they are being carried on at a financial loss.” The 
user, investor, and railroad panels then approved the proposal with this change. 









a a 
















1Sec. 1 (18) of the Interstate Commerce Act. Sec. 410 (i) provides similar regulation 
of the abandonment of the operations of freight forwarders controlled by common carriers 
subject to pt. I, II, or III of the Interstate Commerce Act. 

2Except as provided under car-service regulation, sec. 1 (11) through 1 (17) of the 
Interstate Commerce Act. These provisions give the Commission some authority over 
interstate freight service and the supply of freight trains. 
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On the second proposal pertaining to ICC approval on abandonments, the three 
panels most concerned—user, investor, and railroad—were in general agreement 
that the present law invites overemphasis on the loss of service to the com- 
munities involved in such proceedings. 

The investor panel felt that in almost all cases where communities are threat- 
ened with loss of railroad service, service by other forms of transportation is 
available. The user panel pointed out, too, that continuation of unprofitable 
services results either in a loss to the investors or in an additional burden on 
the shippers who use and pay for the profitable parts of the railroad and who 
must make up for the losses from unprofitable branch lines. 

The substance of the railroad panel’s second proposal was accepted from the 
start by the investor and user panels, although a more acceptable wording was 
agreed on. 

The air-transport, highway, waterway, and pipeline panels opposed extension 
of abandonment regulation to other forms of transportation. As to the question 
of railroad abandonment, they felt that the railroad, user, and investor panels 
were better qualified to decide on appropriate changes in the law. The air- 
transport, freight forwarder, and pipeline panels approved the action taken by 
the railroad, user, and investor panels on the proposals discussed above, while 
the highway and waterway panels did not oppose any of these proposals. 


COMMENTS OF 





THE POLICY COMMITTEE OF THE BOARD 
The PCB, after reviewing the panels’ positions, stated: 
“The propriety of vesting in the Interstate Commerce Commission jurisdiction 
over the discontinuance of intrastate railroad services similar to its present 
jurisdiction in section 18 (4) of the Interstate Commerce Act with respect to 
intrastate rates seems to us self-evident. We therefore concur in the panels’ 
recommendation and urge its enactment into law.” 

“In summary, we propose: 

“The Commission should be given the power, on appeal from adverse orders 
of State authorities, to authorize discontinuance of (rail) services which are 
a burden upon interstate commerce because they are being carried on by inter- 
state carriers at a financial loss. This power should be based upon the same 
reasoning which accounts for the Commission’s power over intrastate rates in 
section 13 (4). 

“The present requirements of the law respecting the obtaining of certificates 
prior to abandonment of a (rail) line should be continued. But in proceedings 
before the Commission where a carrier can make a showing of financial loss 
from continued operation of a line, an order shall be entered that the line may 
be abandoned.” 

RECOM MENDATION 





OF THE BOARD OF DIRECTORS 
The board was convinced that the adoption of the proposals are of para- 
mount importance if vital segments of the transportation industry are to be 
maintained in a sound, solvent position. 

The board at a later date also approved giving the [CC jurisdiction when a 
State commission failed to act within 120 days. 

The board, at its January 1958 meeting, reiterated its position on this subject 
by adopting the following resolution : 

“Whereas the chairman of the Surface Transportation Subcommittee of the 
Senate Committee on Interstate and Foreign Currency, referring to the rail- 
road industry as headed for ‘serious trouble’ has called for hearings to consider 
its problems; and 

“Whereas the deficits from railroad passenger operations are steadily mount- 
ing regardless of efforts to curtail costs and discontinue unprofitable services; 
and 
“Whereas the continuation of unprofitable services is a burden on shippers; 
and 

“Whereas these deficits serve to prevent the railroads from making capital 
expenditures needed for the maintenance of efficient services for the commerce 
of the country and the national defense ; and 
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“Whereas some State regulatory bodies act with commendable expedition, in 
other States antiquated State laws now slow down or prevent State regulatory 
bodies from granting railroads relief from unprofitable rail services; and 

“Whereas abandonments of railroad line are now subject to ICC jurisdiction, 
but it has no similar jurisdiction over discontinuance of intrastate services which 
may burden interstate commerce: Therefore be it 

“Resolved, That the board reiterate its position on unprofitable railroad 
service.” 

UNPROFITABLE RAILROAD SERVICES 


Mr. Baxer. I wish to put particular stress upon the association’s 
policy in reference to the abandonment of unprofitable railroad 
services. 

TAA POLICY PROPOSAL 


The board of directors of the Transportation Association of Amer- 
ica, after careful consideration of views of its eight permanent policy- 
formulating panels and policy committee, approved the following 
recommendations : 


The Interstate Commerce Commission should be given the power, on appeal 
from adverse orders of State authorities, to authorize discontinuance of (rail) 
services which are a burden upon interstate commerce because they are being 
earried on by interstate carriers at a financial loss. This power, which should 
also be available when a State body does not act on an application within 
120 days, should be based upon the same reasoning which accounts for the 
Commission’s power over intrastate rates in section 13 (4). 

The present requirements of the law respecting the obtaining of certificates 
prior to abandonment of a (rail) line should be continued. But in proceedings 
before the Commission where a carrier can make a showing of financial loss 
from continued operation of a line, an order shall be entered that the line may 
be abandoned. 


Six panels supported these proposals, and the other two said they 
did not oppose them. 


JUSTIFICATION 


The railroads today are confronted with huge annual passenger- 
train deficits, the reasons for which are both numerous and complex. 
One of them is the difficulty some railroads still have in getting State 
approval to discontinue unprofitable passenger-train services. 

The TAA board, at its January 1958 meeting, adopted a resolution 
urging favorable action by Congress in implementing the above 
policy proposal, citing the need to help reduce these steadily mount- 
ing deficits, to relieve the burden on interstate shippers, and to help 
railroads toward a more healthy financial position. This timely reso- 
lution is shown in full in the accompanying background statement. 

It should be noted that under the first proposal shown above, States 
would still retain primary jurisdiction over abandonment of rail 
services, and the ICC would take jurisdiction only if the State com- 
missions rejected the application or failed to act within a reasonable 
time. It is certainly not reasonable to have decisions which have such 
eneante impact on interstate shippers finally decided by intrastate 

ies. 
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While most State commissions are showing a constructive attitude 
toward this problem, major difficulties continue to exist in connection 
with the attitude of a number of them. To cite a specific example, 
the following was taken from a speech given by Robert S. Mac farlane, 
president, Northern Pacific Railw ay, before TA A’s Midwest Institute 


of Transportation at St. Paul, Minn., on June 18, 1957 : 


In 1955, we wanted to make some changes in the operation of a daily branch 
line mixed train. The total passenger revenue averaged 31.6 cents and the aver- 
age number of passengers carried was less than 1, namely 0.9. Express ship- 
ments averaged less than 5 per day and less than 8 cans of milk were transported 
daily. 


We proposed eliminating this train and substituting, through our subsidiary, 
the Northern Pacific Transport Co., daily combination bus-truck service and to 
provide triweekly freight-train service. We waited a year for a decision from 
a State commission. When it came, we were denied the right to alter our 
operations. 

In order to get a broader picture of the status of rail service aban- 
donment petitions now pending before State utility commissions, we 
made a spot survey a few months ago of some of the larger railroads 
in each region, requesting current examples of such petitions. From 
the examples furnished us by these railroads, we have tabulated a list 
of applications on file 5 months or more, as of last February. This 
list is shown in the attached exhibit 1. 

The list covers applications affecting service in small towns and 
major cities in 24 different States. The estimated annual losses shown, 
it should be pointed out, are out of pocket only and thus do not repre- 
sent the actual losses, which would be much higher. 

While the time these petitions have been. pending varies widely, 
over 30 of them have been on file for 6 months or more, 16 for a year 
or more, 9 for a year and a half or more, and 5 for 2 years or more. 

It should be mentioned that in a relatively few States, the commis- 
sions are subject to laws which unqualifiedly prohibit the discontinu- 
ance of the last passenger train on a line of railroad, regardless of 
the justification. Passage of the proposal above should permit cir- 
cumvention of such outmoded State statutes. 

As to the latter part of the policy recommendation, we believe the 
criterion of financial loss shoo also be used by the ICC in considering 

railroad applications to abandon a complete line, rather than the pres- 
ent criterion of “present or future public convenience and necessity,” 
because of the obvious fact that more often than not the loca] interests 
urging continuation of the service will not support it. The financial 
burden thus will normally fall on interstate shippers who have no 
economic interest at all in its continuation. 

(The attachments previously referred to, with reference to the next 
subject, are as follows :) 
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Exuisit 2.—Ezamples of current railroad applications with State commissions 
for authority to increase intrastate rates to interstate rate levels 


[Based on data furnished by 26 railroads] 


| i] 











| Estimated | Estimated 
State annual rev- | months | State | annual rev- | Months 
| enue loss on file | enue loss on file 
i  idiiees ee - - 
SR. bduhiewddelddwad | $91, 463 | 10 || North Carolina........---| $41, 549 14 
10, 000 | 7 230, 547 | 13 
25,170 | 4 149, 897 12 
141, 078 | 2 177, 000 . 
SR Gi. cdapookubbival 300, 000 5 || North Dakota..........--| 246, 910 | 12 
Arkansas- oo 1, 180, 200 | 113, 113 | il 
California. --.-- wasecessh || see 14 142, 113 | 7 
| 140, 000 4 221, 636 3 
Colorado. --. weeded ante 609, 623 | 4 || Oklahoma....-.....- sid 18, 133 | 13 
tina = ons beeen al] 21, 279 | 13 || 1, 036, 000 | 5 
| 223, 021 | ye Sa ort nkaanecameses 1, 475, 000 12 
47, 559 5 Pennsylvania. - _- 340, 000 | 8 
Georgia. --- Siac cediawl 69, 924 6 630, 000 | 6 
| 141, 175 | 5 Rhode Island... leaaae 7, 000 | 4 
Idaho ; ‘ | 298, 799 | 9 || South Carolina. 35, 714 | 5 
Indiana as 790, 963 | 21 |) 77,443 a 
lowa- - - -- Fis debe achat 19, 700 | 14 8, 000 2 
60, 000 8 || South Dakota-.- 317, 650 5 
85, 524 | 5 Tennessee _. eee 14, 000 23 
1, 736, 221 | 4 11, 000 9 
SOD: bciin o Féb Cirodennsl 333, 676 | 13 35, 886 & 
2, 659, 595 4 204, 921 4 
ET Non aie astncstes a 474, 796 12 | 17, 236 3 
40, 022 11 |} Texas_-__.-- = ‘ 65, 000 | 14 
529, 334 | 4 32, 124 | 7 
21, 133 3 || 700, 000 4 
ER ee. | 102, 700 23 10, 504, 000 3 
50, 000 14 || Utah_-- 50, 000 18 
| 36, 000 | 6 1, 299, 537 9 
ee | 52, 000 | 69 || Virginia-- 765, 741 9 
| 56, 500 | 4 193, 039 | 8 
1, 386, 000 3 West Virginia-- 350, 000 5 
ON i i candied 51, 000 | 6 || Washington-. mel 1, 250, 000 5 
938, 000 | 5 Wa cae ante 
er stnscdleccuute 444, 000 | 17 Total__- adel 39, 296, 444 |...-...-- 
570, 800 | ll Average (weighted) .. $e cited | 6. 67 
799, 000 2 | 











a = - aaa . — - a - — 


ATTACHMENT PROPOSAL No. 2. INTRASTATE RATES 
NATURE OF THE SUBJECT 


Congress has authorized the Interstate Commerce Commission in certain cases 
to prescribe the intrastate rates, fares, or charges of railroads and other carriers 
subject to part I of the Interstate Commerce Act,’ but similar power has not 
been granted to the regulatory agencies over the intrastate rates of motor, 
water, and air carriers.’ 

Interstate Commerce Commission regulation of intrastate railroad rates can 
be traced back to the famous Shreveport case* of 1913. The original act to 
regulate commerce stated that its provisions were not to apply to transportation 
wholly within one State, and for many years the individual States exercised 
exclusive authority over intrastate railroad rates. But, as the rate powers of 
the Commission were strengthened and broadened through successive amend- 
ments, it became apparent that their effectiveness in some situations depended 
on the ability to modify intrastate as well as interstate rates. Thus, in the 
Shreveport case, the Supreme Court upheld the constitutionality of a Commission 
decision directing certain railroads operating in Texas to eliminate unlawful 





1Sec. 13 (4) of the Interstate Commerce Act. The intrastate rates of freight forwarders 
are subject to similar Federal control, see sec. 406 (f) of the act. While sec. 13 (4) applies 
to all carriers subject to pt. I, it has not been used in connection with pipeline rates but 
is of some importance to express and ae car companies. 

4In fact, secs. 216 (e) and 303 (k) of the Interstate Commerce Act prohibit the Com- 
mission from regulating intrastate motor or water carrier rates. While Federal jurisdic- 
tion over intrastate air carrier rates is not specifically denied in the Civil Aeronautics Act, 
that law does not contain any grant of power over intrastate rates similar to sec. 13 (4) 
of pt. I of the Interstate Commerce Act. 

§ Houston & Tevas Ry. v. U. 8., 234 U. S. 342 (1913). 
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rate discrimination against interstate commerce between Shreveport, La., and 
certain Texas points * and authorizing these railroads to comply with the order 
by increasing certain intrastate rates previously fixed by the Texas authorities, 
From then on until 1920 the Commission issued several orders permitting rail- 
roads and express companies to increase certain specified intrastate rates for 
the purpose of removing discrimination or prejudice again particular interstate 
movements of traffic.® 

The 1920 Transportation Act conferred upon the Commission statutory 
authority to fix intrastate railroad rates not only when such rates were judged 
to be prejudicial to persons or localities in interstate commerce, but also upon 
a finding that they were causing unreasonable discrimination against interstate 
commerce generally. The prejudice-to-persons-and-places language has been 
considered to be only an embodiment in statutory form of the principles already 
established by the Shreveport case. However, the Commission and the Supreme 
Court have construed the additional phrase referring to discrimination against 
interstate commerce as covering the discrimination against or burden upon inter- 
state commerce caused when intrastate rate levels are so low that they fail to 
contribute their proportionate share of the revenues necessary for the main- 
tenance of adequate railroad systems. Again, as in the Shreveport case, it was 
found that effective exercise of certain Commission responsibilities, in this 
instance the duty first assigned to it in the 1920 act to exercise its rate powers 
for the purpose of achieving adequate carrier revenues and a fair return, neces- 
sitated this further control over intrastate rates.” 

The Commission has made considerable use of its authority over intrastate 
rates and has ordered increases in the level of such rates, particularly in cases 
where, subsequent to a general rate increase for interstate traffic, some States 
have denied carrier requests for similar increases in their intrastate rate levels, 
Several such decisions were rendered following the general interstate rate in- 
crease of 1920, and the same practice has been followed after the recent general 
increases.* 

Though it is now widely conceded that the predominantly interstate character 
of the railroad system requires some Federal supervision over intrastate rates 
in order to protect rail carriers from undue financial burdens imposed by State 
authority for purely local ends, and that the Feeral Government should not 
allow the flow of interstate traffic to be impeded by preferential intrastate rates; 
this whole problem, involving as it does the exercise of Federal authority at 
the expense of the States, is still one of some delicacy. Before issuing an 
order adjusting intrastate rates, the Commission attempts to solve conflicts 
with State commissions through cooperative action, and a detailed program 
for joint action in all proceedings involving intrastate rates has been in effect 
for many years.® 

The division of jurisdiction between Federal and State Governments, and the 
hesitancy with which the Federal power is usually exerted, have resulted in 


* The situation involved in this case was as follows: Shreveport competes with Dallas 
and Houston for the business of Texas localities between Shreveport and the two Texas 
cities. Shreveport complained that certain commodity rates fixed by the Texas Railroad 
Commission for application between Dallas and Houston and the other Texas localities 
were considerably lower than the class rates applicable over the same railroads between 
Shreveport and those Texas localities even where the distances involved were almost equal. 
The Interstate Commerce Commission found that this rate situation resulted in undue 
discrimination against Shreveport in violation of sec. 3 of the Interstate Commerce Act. 

5 Prior to 1920 the Commission had no statutory authority to prescribe intrastate rates, 
and it therefore could not order intrastate rates to be raised by certain fixed amounts. 
Its usual procedure (which was approved by the Supreme Court in the Shreveport case) 
was to fix reasonable maximum rates for the interstate traffic alleged to be reludiced by 
the lower intrastate rates and then to direct the carriers to eliminate the discrimination 
ugainst interstate commerce found to exist. Since at that time the Commission's prescri 
tive rate power was limited to the fixing of maximum rates, it could not compel carriers to 
remove a discrimination by reducing the interstate rates below the maximum already fixed 
(though the carriers could do this voluntarily). Hence its order to remove the discrimina- 
tion could only be interpreted as authorizing the carriers to increase the intrastate rates. 

®* Sec. 13 (4) of the Interstate Commerce Act. Other provisions of the 1920 act author- 
ized the Commission to prescribe maximum and/or minimum as well as the exact interstate 
rates. Sec. 13 (4) contains the same broad grant of power with respect to intrastate rates, 
to be exercised of course only after the findings of prejudice or discrimination discussed 
in the text had been made. 

7See Wisconsin R. R. Comm, v. C. B. & Q. R. R. Co., 257 U. S. 563 (1929): Florida v¥. 
U. 8., 292 U. S. 1 (1934). 

®* See, for example, Florida Intrastate Freight Rates, 278 I. C. C. 41 (1950); Alabame 
Intrastate Freight Rates, 274 1. C. C. 439 (1949). 

*Sec. 13 (3) of the Interstate Commerce Act authorizes the Commission to cooperate 
with State commissions. 
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an awkward and time-consuming procedure. This in turn has led to long de- 
lays in the adjustment of intrastate rates following general interstate rate 
increases during which time some intrastate rate levels remain on a lower 
basis than that of the increased interstate rates. The question has therefore 
arisen as to whether or not the present procedure under section 13 of the Inter- 
state Commerce Act is sufficiently expeditious to insure that railroad and express 
company revenue needs from intrastate traffic will be met with reasonable 
promptness. 

In its presentation in the Senate hearings under Senate Resolution 50, the 
Association of American Railroads submitted detailed examples of the diffi- 
culties and delays encountered since World War II in the attempts to have the 
general interstate rate increases made applicable to intrastate traffic in certain 
States.” In support of their position that such delays have not been justified 
the railroads pointed out that the Interstate Commerce Commission has found 
the interstate rate increases necessary to offset rising operating costs and that 
these increased costs have been incurred just as much in the movement of 
intrastate traffic as in interstate rail transportation. 

The rail carriers believe that procedural changes would substantially reduce 
the time required for general rate increases to become effective on intrastate 
traffic. Accordingly, they recommended in the Senate Resolution 50 hearings 
certain amendments to section 13 of the Interstate Commerce Act. These formed 
the basis for proposals made by the railroad panel in the cooperative project 
and will be discussed below. 


ACTION OF THE PANELS 


This subject was first presented to the panels in the form of the following 
proposition : 

“The (Federal) regulatory body should be given exclusive jurisdiction te 
regulate intrastate rates of interstate carriers.” 

The user panel stressed two considerations in its opposition to the original 
form of this subject. One consideration related to the broad question of a 
Federal versus a strictly centralized system of government. Many user panel 
members believed that the States should retain substantially the rate powers 
they now exercise in order to avoid to great a concentration of authority in the 
National Government. Their second consideration, a practical one, was that the 
retention of some State jurisdiction over intrastate rates insured greater con- 
sideration of local conditions and problems than would be had if all rate regula- 
tion was exercised by a Federal agency. The other panels, except the air trans- 
port panel, while not necessarily concurring in the reasoning of the user panel, 
also opposed the original form of this subject or were willing to see it dropped. 
The air transport panel report indicates the belief of that panel that the Federal 
Government should have exclusive jurisdiction to regulate air transportation. 

However, the user and railroad panels, concerned over the failure of some 
States to agree promptly to the application of general rate increases to intra- 
state traffic and the resulting losses of carrier revenue, sought means of speed- 
ing up the procedure under which the Interstate Commerce Commission may 
order such general increases in intrastate rates. The railroad panel recom- 
mendations to accomplish this objective proposed additions to section 13 (4). 

The user panel, which had already proposed an amendment to section 13 (4) 
intended to encourage greater expedition on the part of the Commission when 
States were delaying action on rate cases, agreed to support paragraphs 1 and 2 
of the railroad panel proposed (with changes in par. 1 as indicated below) but 
originally opposed paragraph 3. Later, however, the user panel approved a re- 
draft of that paragraph." The revised proposals for amendments to section 
18 (4) are as follows (user panel changes in par. 1 italicized). 


7 See hearings before the Subcommittee on Domestic Land and Water Transportation of 
the Senate Committee on Interstate and Foreign Commerce Pursuant to S. Res. 50, 81st 
Cong., 2d sess. (1950), pp. 259-273. Exhibits contained in that testimony indicated that, 
as of February 20, 1950, 15 States had not permitted any of the Ha parte 168 general rate 
increases to become applicable to intrastate traffic, though the interim and final interstate 
increases in this case had become effective on January 11, 1949, and September 1, 1949, 
respectively. Furthermore, the exhibits showed that substantial periods of time ranging 
from 3 months to more than a year had elapsed before some or all of the earlier interstate 
ae increases in Ex parte 162 and 166 became effective on intrastate traffic in some 20 
tates. 
There are two user panel dissents to this entire proposal. 
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“(1) When a State has not rendered a decision on a general increase in rates, 

fares or charges within 45 days after a decision by the Interstate Commerce 
Commission granting such increase (wnless a petition was not filed with the 
State authority before such decision of the Interstate Commerce Commission in 
which case the period shall be extended 45 days from the date of such filing), 
the Interstate Commerce Commission shall be authorized and directed to take 
jurisdiction of the intrastate rates, fares or charges covered by such petition, 
upon the request of an interested party. 

““(2) The Interstate Commerce Commission shall be directed to accord proceed- 
ings so instituted preference over all other questions pending before it, except 
other general rate increase cases. 

“(3) In any such proceedings instituted under paragraph 1 a showing that— 

(a) the level of interstate rate, fares, or charges has been authorized 
to be increased by the Interstate Commerce Commission ; 
(b) no comparable increases have been authorized for the level of intra- 
state rates, fares, or charges on comparable traffic ; and 
(c) the level of intrastate rates, fares, or charges is lower than that of 
interstate rates, fares, or charges on comparable traffic ; 
shall constitute prima facie evidence that such intrastate rates, fares, or charges 
are not contributing their fair proportionate share to carrier revenues needed to 
secure the maintenance of an adequate system of transportation and that such 
intrastate rates, fares, or charges are causing an unreasonable discrimination 
against interstate commerce.” 

(Note.—Par. 3 would only apply when a State has not acted, as described in 
par. 1. It would not apply in ordinary sec. 13 proceedings. ) 

The investor, pipeline, waterway, highway, and air transport panels have 
approved the above draft. The freight forwarder panel, which had approved the 
first paragraph and opposed the second and third paragraphs as originally sub- 
mitted by the railroad panel, has not acted on the revised version. 

The railroad panel supported the revised proposals, but advocated in addition 
that paragraph 3 be made applicable in Commission proceedings which results 
from decisions of State commissions denying a general intrastate rate increase 
following a general increase in interstate rates. (As worded in the revised pro- 
posals, par. 3 applies only when a State has not rendered a decision within the 
45-day period prescribed in par. 1.) This recommendation was approved by the 
air transport Panel but opposed by user and other panel representatives. 

The revised proposals were originally prepared as amendments to section 13 
of part I of the Interstate Commerce Act. When, however, the highway and 
freight forwarder panels indicated their desire to have the same or similar pro- 
visions written into parts II and IV of the act,” only the user panel objected. 
The user panel’s disapproval of this action was based in part on its belief that no 
need had been demonstrated for legislation to expedite State decisions on increases 
in intrastate common motor carrier or freight forwarder rates. In addition, this 
panel pointed out that part II does not now contain provisions comparable to 
section 13 (4) in part I but instead prohibits the Commission from fixing intra- 
state motor carrier rates. It thought that the question of whether there should be 
Federal control over intrastate motor carrier rates should be considered sepa- 
rately from this subject, which it viewed as a means of expediting State action 
in cases where such Federal control had already been established. 





















COMMENTS OF THE POLICY COMMITTEE OF THE BOARD 
















No action is recommended on the original proposal of this subject. 
We concur in the final panel recommendations for amendments to section 
13 (4) of the Interstate Commerce Act as outlined above, and strongly urge their 
adoption by Congress. They should also be added to parts II (applicable to com- 
mon motor carrier rates only) and IV of the act.“ We do not support the addi- 
tional suggestion of the railroad panel to the effect that paragraph 3 of the 
proposals be made applicable to all general intrastate rate cases coming before 
the Interstate Commerce Commission. 

It should be emphasized, as members of the user and railroad panels have 
stated, that these proposals are not intended to take away any substantive State 





12 The freight forwarder panel asked for application of the first paragraph to pt. IV only 
if it is made applicable to railroads. The waterway panel did not favor extension of the 
proposal to pt. IIT. 

43In order to make these changes in pt. IT, it will be necessary to repeal the proviso in 
sec, 216 (e) prohibiting the Commission from prescribing intrastate motor carrier rates and 
to incorporate in pt. II provisions similar to sec. 13 (3) and (4) of pt. I. 
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power over intrastate rates except to the extent that they establish Federal 
regulation of intrastate motor carrier rates. Their primary purpose is to 
stimulate prompt State and Federal action on general intrastate rate increases 
subsequent to general increases in interstate rates. Thus paragraph 1 directs 
the Interstate Commerce Commission, where a State has not reached a decision 
on a request for a general intrastate rate increase within a specified time, to 
take jurisdiction more expeditiously than that body does under the law as now 
written. The final result of Federal intervention is the same as under the 
present procedure, only today the Commission may wait months before acting.” 
Moreover, even after an investigation of intrastate rates has been initiated, the 
Commission has sometimes exhibited a natural reluctance to press the proceed- 
ings. For this reason, paragraph 2 directs the Commission to give priority to 
these intrastate rate cases.” 

Paragraph 3 in the form which we have approved takes from the carriers the 
purden of proving financial need for an increase in intrastate rates in proceed- 
ings before the Commission involving general increases when, and only when, 
the States concerned have not reached a decision within the time specified in 
paragraph 1 and the Commission has assumed jurisdiction as directed in that 
paragraph. In practice paragraph 3 would mean that, until the State or other 
parties produce evidence to the contrary, the evidence produced in the original 
interstate general increase case, which presumably convinced the Commission 
that an interstate rate increase was necessary, is to be considered equally per- 
suasive by the Commission as to the need for increased revenue from the intra- 
state traffic. 

It is important that the scope of these recommendations be clearly under- 
stood. The proposals would apply only to those general increases in intrastate 
rates following a general interstate rate increase authorized by the Interstate 
Commerce Commission. By general increases are meant those proceedings in- 
volving changes in the level of freight rates or passenger fares, and not con- 
troversies limited to the rates on particular commodities or traffic movements. 
Furthermore, none of the proposals would be applicable when a State acts 
within the time specified in paragraph 1, whether this action be a grant or 
denial of an intrastate rate increase. If a State denies an increase, the present 
section 13 type of procedure would be available. 

Earlier in this Report we have recommended legislation to speed up Interstate 
Commerce Commission handling of general interstate rate increase cases. The 
recommendations made under this subject seek a similarly expedited procedure 
in the case of intrastate rates. There is no reason why intrastate traffic should 
not bear its fair share of the rate increases necessitated by increases in wages or 
other operating costs and no justification for delaying decisions on intrastate 
rate adjustments after the interstate increases have become effective. Many 
States permit intrastate increases in railroad rates to go into effect on the same 
day as the interstate increases, and this kind of expedited action should be the 
general rule. 

We think it vital that all carriers be able to adjust the charges made for their 
services within a reasonable time after they incur increases in their costs of doing 
business; otherwise, they will continue to suffer irretrievable losses of revenue 
merely because of the cumbersome nature of the regulatory process. Regulation 
should not so penalize the persons subject to it. 


RECOMMENDATION OF THE BOARD OF DIRECTORS 


There is substantial approval of this proposal (see three-part proposal under 
“Action of the panels’) and the board regards it as a desirable addition to the 
provisions of the Interstate Commerce Act. 

(Directors George W. Morgan, president, Association of American Ship Owners, 
and Edward P. Farley, chairman, American-Hawaiian Steamship Co., not voting 
“in the absence of a formal and considered legal opinion on the constitutionality 
thereof.’’) 


% The Commission’s usual practice has been to defer the institution of an intrastate rate 
investigation until the State involved has rendered a decision on the requested rate increase 
or has had more than ample time to do so. 

% Par. 2 as now written conflicts with language in sec. 15 (7) directing the Commission 
to give the hearing and decision of suspension cases preference over all other pending mat- 
ters. We understand that par. 2 of this subject is intended to give the cases involving 
general increases in intrastate rates a higher priority than the proceedings referred to in 
the sec. 15 (7) provision, and we approve that intent. 
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The board, at its January 14, 1958, meeting, reiterated its support of this policy 
by adoption of the following resolution : 


“Whereas the ICC now has authority under section 13 (4) of the Interstate 
Commerce Act to fix intrastate railroad rates, after full hearing, on a finding 
that they are causing undue, unreasonable, or unjust discrimination against 
interstate commerce, thus enabling the ICC to take jurisdiction as soon as a State 
regulatory body has made a decision as to an intrastate rate or rates; and 

“Whereas the ICC can and does frequently result in a particular hardship to 
carriers when general increases in interstate rates have been granted to the 
carriers by the ICC to meet increased operating costs, while requests for corre- 
sponding increases in intrastate rates have been kept pending by State regulatory 
bodies for periods as long as 18 months: Therefore, be it 

“Resolved, That the board of directors commend those State regulatory bodies 
which have cooperated with the ICC and acted with expedition on petitions for 


increases in intrastate rates following granting of general interstate rate in- 
creases ; and be it 


“Resolved further, That the board of directors reiterate its policy position on 
intrastate rates.” 


INTRASTATE RATES : TAA POLICY PROPOSAL 


Mr. Baxer. The board of directors of the Transportation Associa- 
tion of America, after careful consideration of views of its eight 
permanent policy-formulating panels and policy committee, approved 
a policy recommendation (complete text of recommendation shown 
in the accompanying background statement) which may be sum- 
marized as iclemes 

If, within 45 days after the ICC has authorized an interstate gen- 
eral rate increase, a State which has been requested to take similar 
action with respect to intrastate rates has not rendered a decision, 
then the ICC shall assume jurisdiction over the intrastate rates in 
question. In such proceedings the proof burden on the carriers shall 
be eased. 

The above proposal was supported by all the panels, except for the 
user panel’s belief that its application to rates of motor carriers and 
freight forwarders should receive further consideration before recom- 
mending changes. 

JUSTIFICATION 


There still exists, in a number of instances, a time-lag problem 
saused by some State commissions unduly delaying the authorization 
of adjustments in intrastate rates following approval by the ICC for 
adjustments in interstate rates. 

ry © ‘ff . 

lo cite a specific example, the following was taken from a speech 
given by Wayne A. Johnston, president, Illinois Central Railroad, 


before TAA’s Mid-South Institute at Memphis, Tenn., on November 
6, 1957: 


In Tennessee, it took the railroads 14 months to get the increase on intrastate 
rates granted by the ICC on interstate rates under Ew parte 196. On the 
interim increases granted by the ICC under Ea parte 206 back in February, 
intrastate approval did not come until October 8. 

This kind of delay is not unusual at all. In Kentucky it took a year to get 
the Ea parte 196 increases, and there has been no action on the 2 increases 
granted under Hz parte 206. In Mississippi, it took 8 months to get the Ee 
parte 196 increases, and the 206 interim increases have been denied. 

If we had received the full intrastate increases at the same time as those 
granted to us interstate in Hae partes 196 and 206, we would have received 
approximately $2,193,000 in additional income. Or, to put it another way, more 
than one-third of the expected increase in intrastate rates was denied to us. 
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To obtain a more general picture of the scope of this time-lag 
problem in adjusting rates on the State level, we made a survey a few 
months ago of the larger railroads in each region, requesting examples 
of current petitions. Twenty-six furnished some current examples, 
which have one tabulated in exhibit 2 attached. 

A total of 30 States are listed, and the total estimated annual reve- 
nue loss is $39,296,444. The number of months these petitions have 
been on file, as of last February, extends to a maximum of 69, with 
the weighted average for all the examples listed being 6.67 months. 
If we adjust the estimated annual loss to a monthly basis, we find 
the railroads covered by these examples alone stand to lose nearly 
$3.3 million each month their petitions are delayed. 

It should be made clear that this proposal applies only to so-called 
general rate-increase cases, as opposed to individual increases on 
specific commodities or traffic movements. Furthermore, the States 
retain any right they now have to take initial action. 

What is bei ‘ing sought by the proposal is assurance of quick con- 
sideration of the railroads’ applications. The easing of the proof bur- 
den would apply only when the ICC, which presumably already had 
such proof, assumed jurisdiction. 

TAA’s board, at its January 1958 meeting, adopted a resolution reit- 
erating the above proposal, pointing out that the delays by some State 
regulatory bodies result in particular hardship to carriers faced with 
increased operating costs. This resolution is shown in full in the 
accompany ing bae ‘kground statement. 

There is no reason why intrastate traffic should not bear its fair 
share of the rate increases necessitated by higher wages or other oper- 
ating costs, and there is no justification for delaying decisions on in- 
trastate rate adjustments after the interstate increases in railroad rates 
have become effective. To permit such delays causes irretrievable 
carrier revenue losses and unduly penalizes carriers subject to both 
interstate and intrastate regulation. 

Thank you, sir. 

Mr. Roserrs. Does that conclude your statement ? 

Mr. Baker. Yes, sir. 

Mr. Roserrs. Thank you, Mr. Baker. It is always a pleasure to 
have you before this committee, first of all because you usually are 
avery brief witness, and secondly because the proposals that you pre- 
sent to the committee are usually very sound. 

I note that in this proposal No. 1 you take a different tack, so to 
speak, on the proposition of appeal; you advocate appeal rather than 
the proposals that are contained in the Smathers bill, which approach, 
I think it might be said, would preserve the rights of the States in 
these matters. At the same time, in those commissions that are not 
affording proper relief, your proposal would get around that sort of 
a situation. 

Mr. Baker. This proposal, sir, was worked out a good many years 
ago, and the TAA board has not had a chance formally to look at the 
report of Senator Smathers or the bill that came out of that. The 
main purpose of this proposal is certainly carried out in the Smathers 
bill. 

As you well pointed out, the main difference is that this arranges for 
appeal from a State commission. 
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Mr. Rozerts. In other words, under the Smathers proposal, there 
is no question but that if the railroads wanted to, they could simply 
bypass the States, because they have an option of going to the State 
regulatory group or coming straight to the ICC. It seems to me that 
your proposition might be a better one, in that it would recognize the 
efforts of those States bodies; commissions that are doing a good job 
in this respect would be encouraged to do a good job, and. at the same 
time you would not penalize the railroads where we have an inactive 
commission or a commission that is not acting in a way that would give 

‘ailroads needed relief. 

With reference to your proposal No. 2, if I understand you correctly 
your proposal is that the ICC act on intrastate rates within 45 dan 
after it has acted on the interstate rates. 

That differs from the Smathers proposal, which provides that the 
ICC shall act simultaneously with the interstate and decide on in- 
trastate. I am wondering if you would elaborate just a little bit 
on that situation, Mr. Baker. 

Mr. Baker. Mr. Roberts, the proposal here is based on the idea that 
the ICC has the power on appeal now from an adverse State decision. 
That is, a railroad can take that appeal to the ICC in regard to a rate 
increase, but that some States, by taking a long time to reach a de- 
cision or just plain not acting, can bring a so-called benefit to the 
local intrastate shippers, or keep the older, lower rates, simply by 
not acting at all. 

So what this does is say that if a State fails to act on a petition 
and does nothing within 45 days, automatically the ICC should take 
over jurisdiction. It is specifically to stop that particular practice 
where it does occur. 

So again I would say that the Senate bill that resulted from the 
Smathers report accomplishes this objective, but in another way. 

Mr. Roserts. Actually, how would the Smathers proposal be c arried 
out if, for instance, you had a problem of an intrastate rate and you 
had a commission that wanted to use the time-lag proposition to its 
advantage; how would the Smathers proposal, in your opinion, come 
into being, with that situation? You could not force the Commission 
to do it, could you / 

Mr. Baxer. No, I think the Smathers proposal gives the railroad 
the right immediately to go to the ICC and ask the ICC to take 
jurisdiction. 

Mr. Roserts. Even though a rate hearing was pending before a 
State commission ? 

Mr. Baker. As I see it, it would, yes, sir; or it would give the ICC 
the right to decide that rate in the beginning. 

Mr. Roserts. Essentially, there again you would be getting into the 
proposition of bypassing the States’ jurisdiction. Of course, I would 
think that if you could clearly establish that it was an interstate 
matter, or that it was a burden on interst: ite commerce, the railroads 
would be within their rights. But there again, you are certainly going 
to raise a lot of points of litigation, are you not ¢ 

Mr. Baxer. I am not a good enough lawyer to know that, sir. The 
Smathers proposal is a cleaner cut one from the viewpoint of giving 
the Commission the clear-cut jurisdiction. It would, however, un- 
questionably arouse some opposition from a State commission "that 
would feel that it took something from them. 
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Again I would say it accomplishes the same basic purpose our 
board had in mind, but the specific proposal that we have is an on- 
appeal one; or if a State chooses not to use its power, rather than 
direct jur isdiction. 

Mr. Roserts. In any case, is it not rather a hard question to say in 

a legal sense just when it is an interstate matter and when it is an 
Eireatate matter? That enters into the picture; does it not? 

Mr. Baxer. It would, and this would be for the Commission to have 
todecide. It isa difficult matter. 

Mr. Roserts. Then, there again, if the Commission did decide that, 
it could be taken into court on that decision. 

Mr. Baker. Yes. 

Mr. Roserts. Does the gentleman from Maine have any questions? 

Mr. Hare. Mr. Baker, we are always glad to have you before this 
committee. There has been nobody more ‘helpful i in this whole field in 
times past. 

The only question I want to ask at the moment is, Do we get into 
any constitutional difficulties on this question of intrastate rates? 

Mr. Baxer. I am no lawyer, and I am certainly no constitutional 
lawyer. I thought that on this question of State rates, this had been 
pretty well cleared up originally in the Shreveport case and in the 
changes in the law that have come since that time, and that where it 
can be hsown that intrastate has an effect on interstate rates, on in- 
terstate commerce, there is no question that the Federal Government 
has power. 

Mr. Hater. You think there is no difficulty ? 

Mr. Baxer. I would not think so, sir, 

Mr. Hate. I notice what you say here 

If, within 45 days after the ICC has authorized an interstate general rate 
increase, a State which has been requested to take similar action with respect to 
intrastate rates has not rendered a decision, then the ICC shall assume juris- 
diction over the intrastate rates in question. 

That is quite a new idea to me. 

Mr. Baxer. I think the ICC would, of course, have to find that the 
rates in question did affect, directly or indirectly, interstate rates 
and an interstate carrier. I think the law on section 13 now reads 
that— 

The Interstate Commerce Commission has authority on its own motion or 
on petition of carriers concerned to prescribe intrastate rates when involving 
undue preference or prejudice as between persons and locations in intrastate 
versus interstate commerce, or when causing an undue or unjust discrimina- 
tion against interstate commerce. 

Mr. Hate. You are reading from the present law ? 

Mr. Baker. I believe so; yes, sir. 

Mr. Hate. What section is that ? 

Mr. Baxer. Section 13 (4). 

Mr. Harz. Of the Transportation Act ? 

Mr. Baker. Yes. 

In other words, the Federal Government cannot reach into these 
matters unless it is shown that the intrastate rates do affect inter- 
state commerce. That, in any case, has to be found for it to be 
constitutional for the Federal Government to reach in. But I think 
there is a list of Supreme Court cases and changes in the law based 
under that. 
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Mr. Hate. Thank you. 

That is all, Mr. Chairman. 

Mr. Roserts. Does the gentleman from Tennessee have any ques- 
tions ? 

Mr. Loser. No, thank you. 

Mr. Roserts. Does the gentleman from New York have any 
questions? 

Mr. Derountan. No questions. 

Mr. Rozerts. The next witness is Mr. Grant Arnold, president of 
the National Industrial Traffic League, of Washington, D. C. 

Mr. Arnold. 


STATEMENT OF GRANT ARNOLD, PRESIDENT, NATIONAL 
INDUSTRIAL TRAFFIC LEAGUE 


Mr. Arnovp. Mr. Chairman and gentlemen, my name is Grant Ar- 
nold. Iam general traffic manager of E. J. Lavino & Co., of Phila- 
delphia, Pa. I appear today on behalf of the National Industrial 
Traffic League. 

The National Industrial Traffic League is a national organization 
of those directly and individually engaged in the shipment and re- 
ceipt of commodities; its membership also includes chambers of com- 
merce, boards of trade, and similar commercial organizations whose 
members likewise have a substantial and continuing interest in traf- 
fic and transportation matters. The league represents and expresses 
the interest of those who actually ship and receive freight, the payers 
of transportation charges; it has no carrier membership. Member- 

ship is drawn from all parts of the United States and includes prac- 

tically every line of industrial and commercial activity. Members 
make use of all of the different types of transportation—railroad, 
motor carrier, water, air, and pipeline and freight forwarder, and 
have a direct interest in the continued operation and well-being of 
these types of transportation. 


PREVIOUS LEAGUE APPEARANCES BEFORE COMMITTEES 


The league has been active in discussions of national transportation 
questions ‘for mi uny years, has followed closely the work and recom- 
mendations of former boards and committees, such as the President’s 
Committee of Six, appointed in 1935, and has participated in the 
hearings and discussions before the House committee, as well as the 
Senate committee, in the legislation which terminated in the Trans- 
portation Act, 1920; the Tr ansportation Act, 1940; and all of the 
major revisions of the Interstate Commerce Act which have been con- 
sidered or accomplished in the past 30 years. More recently the league 
presented its views in 1950 on Senate Resolution 50, the Bricker re- 
port. In 1956 it presented detailed analysis and views with respect to 
the recommendations of the so-called Cabinet Committee report, pre- 
pared by the Presidential Advisory Committee on Transport Policy 
and Organization. It is the belief of the league that decision and 
action by the Congress on sound measures of relief to the railroads 
are urgently needed here and now. 
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FUNDAMENTAL TRANSPORTATION PRINCIPLES 


The American public needs and expects excellent transportation in 
all forms, and plenty of it at low cost, consistent with profitable op- 
erations. The primary goal of the } National Industrial Traffic League 
. a see those needs fulfilled, and the league is dedicated to the pre- 

ration of an adequate and efficient national tr ansportation system. 
At all times the league has regarded as of highest importance to these 
ends the adherence to certain key principles. 

First, the league urges the continuation of private ownership and 
operation of the entire national transportation system. Second, the 
league urges that the regulation of carriers, to the extent such regula- 
tion is necessary and desirable, shall be by an Interstate Commerce 
Commission organized and functioning as an independent regulatory 
tribunal owing no responsibility or allegiance to the executive branch 
and reporting only to the Congress. F nally, the league believes as 
a matter of principle in a regulatory scheme that is impartial, that 
does not attempt to preserve one mode of transportation by actions 
which have the effect of denying to the public the benefit of an inherent 
cost or serv ice advantage of a competing mode, and th: at relies upon a 
maximum of competitive freedom and responsibility in management 
with a minimum of governmental supervisions and controls. 


COMPETITIVE RATES 


One of the subjects announced for this hearing is the matter of 
competitive rates. The league believes action on this subject is 
urgently needed. 

The regulation of prices, perhaps more than any other feature of the 
regulatory y scheme, will determine whether there is to be i impartiality 
of : regulation, preservation of the inherent advantages of each mode 
of transportation, and reliance upon management responsibility and 
competition among carriers. By fixing minimum rates for one mode 
of transportation “the regulator can, if its duty so appears, protect 
another, higher cost mode of transportation from its competition and 
at the same time deny to the users of the competitor the inherent 
advantage of its lower cost of operations. 

It is, therefore, the fundamental position of the league that rates 
should be made according to the transportation circumstances and 
conditions surrounding the mode of transport that is to apply them to 
its traffic, and not according to the effect which such rates may have 
upon some other carrier or mode of transport. The league believes 
that this prince iple and the preservation of the inherent advantages 
which it alone will guarantee are of the greatest importance. The 
league also believes that it has not been suffic ‘iently observed or accom- 
plished up to the present time, and that additional freedom in rate- 

making is warranted by the existing degree of competition in trans- 
port: ition and is nec essary to preserve the inherent advantages of 
low-cost rail transportation. 

Certain of the railroad witnesses in these hearings have pleaded for 
greater freedom of ratemaking and proposed that the law be amended 
so as to provide that the Commission in prescribing just and reason- 
able rates shall not consider (1) the effect of such rate on the traffic 


28621—58——15 









220 RAILROAD PROBLEMS 






of any other mode of transportation; (2) the relation of such rate to 
















































“C 
the c harge of any other mode of transportation ; or (3) whether such se 
rate is lower than necessary to meet the competition of any other mode ; Th 
of transportation. This is substantially the same recommendation as oppo 
was proposed in the former Cabinet Committee report which the a 
Jeague has supported. hori 

Of all the railroad proposals this one is most seriously opposed by nest. 
motor and water carrier witnesses. The motor carriers want. the pm M 
Commission to consider the effect of railroad rates upon motor carrier M 
traflic as a criterion for the prescribing of railroad rates. M 

As to this, the league is in fundamental disagreement with those bad 
spokesmen for carrier organizations to whom the word competition mitt 
seems to be synonymous with the word destruction. The league be- actic 
lieves that more freedom of competition is needed, not less; that a aoe 
return to greater freedom of competition constitutes a nec essary part ager 
of a true, ‘free enterprise system. Those who oppose what they calla a? 
return to the jungle offer as a still less attractive alternative, a cage O 
in the zoo. for 

Accordingly, the league urges that the Commission’s power to pre- the 
scribe maximum or minimum rates as set forth in section 15 of the M 
present Interstate Commerce Act should be amended in two respects: the 

Amend section 15 by inserting a proviso requiring that minimum M 
rates may be determined and prescribed only according to the trans- ft] 
yortation circumstances and conditions surrounding transportation M 
by the particular carrier for which the rates are being prescribed. Sm: 
Amend section 15 so as to provide that the Commission’s power to N 
esaaue and prescribe the maximum and minimum to be charged N 
shall not include authority to fix the exact rate or charge. r 
\ 

SERVICE ABANDON MENTS d 

Another subject of these hearings upon which the league urges : 
prompt action is a matter upon which the Cabinet Committee recom- 1 
mended as follows: die 

Empower the ICC to override certain State service requirements if continu- Mr. 
ance of such service would result ina net revenue loss or otherwise unduly burden y 
interstate and foreign commerce, provided reasonably adequate service in lieu 
thereof is available. as } 

The league supported that recommendation and. has appeared in . 
favor of legislation which would give effect to it. While there does not ST, 
appear to be any reliable estimate of the overall financial burden that 
is placed upon the railroads by reason of the failure of State author- 
ities to authorize abandonment of unprofitable service, or because of \ 
delays in authorizing abandonments, there is no doubt that the loss “<a 
is substantial and pli ces a heavy burden on interstate commerce. syl 
Such losses must be and are made up by higher rates on freight trans- spe 
portation, which in turn affect the competitive position of the railroads pel 
with other forms of surface transport that do not engage in the trans- has 
portation of passengers. rai 

The league therefore urges, in harmony with the position in these at; 
hearings not only of railroad witnesses, but of airline and motor car- a 
rier witnesses as well, that paragraphs ( 3) and (4) of section 13 of the Se 


Interstate Commerce Act be amended so as to give the Interstate Com- 


kee 





he 


RAILROAD PROBLEMS 221 


merce Commission substantially the same authority over intrastate 
service matters as it now has over intrastate rates, fares, and char ges. 

That completes my statement, Mr. Chairman. We appreci iate the 
opportunity of making our views known. 

Mr. Ropers. Mr. Arnold, I believe the views you express here this 
morning are about the same as the views that you have expressed in the 
past. Do you take any position on the new Smathers proposals ? 

Mr. Arnotp. On abandonment of service in intrastate rates, sir ? 

Mr. Ropers. Yes. Is that anew position you take today ! 

Mr. Arnoup. No; that is not a new position. The league has not 
had an opportunity of studying the proposals by the Smathers com- 
mittee. I would venture this guess, though: that based upon past 
actions of the league, there would be some reservations for the league 
to support the proposal which would permit railroads to bypass State 
agencies and come directly to the Interstate Commerce Commission 
for relief for abandonment of services. 

Our position is now that they should go to the State agencies first 
for relief. Failing to get it there, then they should be able to come to 
the Interstate ( ‘ommerce C ommission. 

Mr. Roserrs. But that is your personal viewpoint, and not that of 
the league you represent. 

Mr. Arnotp. That is the present position of the league, and I doubt 
if they would sanction railroads’ bypassing State agencies. 

Mr. Roserrs. But your league has not taken a position on the 
Smathers proposals at ‘this time / 

Mr. Arnoup. That is correct, sir. 

Mr. Roserts. That is all I have. 

Does the gentleman from Maine have any questions? 

Mr. Hate. I have none. 

Mr. Roserts. The gentleman from New York? 

Mr. Derountan. No questions. 

Mr. Roserts. Thank you very much, Mr. Arnold. 

The next witness whom I will call is Mr. Cousins, the general solici- 
tor of the Pennsylvania Railroad Co. of Philadelphia, if he is present. 
Mr. Cousins ? 

We are glad to have you with us, Mr. Cousins, and you may proceed 
as you desire. 

Mr. Coustns. Thank you. 


STATEMENT OF WINDSOR F. COUSINS, GENERAL SOLICITOR, THE 
PENNSYLVANIA RAILROAD CO. 


Mr. Cousins. Mr. Chairman and gentlemen of the committee, my 
name is Windsor F. C ousins, and I am general solicitor of the Penn- 
sylvania Railroad Co., my entire legal career of 32 years having been 
spent in the legal department of that company. During all of this 
period I have practiced before the Interstate Commerce Commission, 
handling, among other matters, cases involving the abandonment of 
railroad lines. Likewise, I have tried many cases before State public 
utility commissions involving the discontinuance of passenger services 
and facilities. I have had experience with local proc edures and prac- 
tices governing this type of problem in a dozen States, and endeavor to 
keep informed of de -velopments in other States. 
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I have been asked to make a statement to this committee in behalf 
of the Association of American Railroads on the need for giving the 
Interstate Commerce Commission some authority to deal with un- 
profitable railroad services and facilities, particularly passenger train 
service. This subject is included in S. 3778, introduced by Senator 
Smathers, which I would like to explain briefly, but it will be helpful 
first to outline the problem and the regulatory situation. 

As the committee knows, one of the principal causes of the serious 
situation which the railroads face today is the passenger deficit. Not 
all railroads have this burden, as some of them no longer have any 
passenger service, but every railroad operating passenger trains incurs 
a deficit from such operation, and the loss incurred by any railroad 
is in direct proportion to the volume of passenger service operated, 
Accordingly, several eastern railroads have the largest losses because 
they have the most passenger service, There are several contributing 
factors to the passenger deficit, but I will discuss only one of them; 
namely, the inability of the railroads to curtail unprofitable passenger 
services because of the attitude of State regulatory commissions. 

The Interstate Commerce Commission has never had jurisdiction 
over passenger train service, and an interstate passenger train—for 
example, a train operating from Washington to New York—may be 
withdrawn or changed without reference to the ICC. This absence of 
regulatory authority is due to the fact that passenger service was re- 
garded as a local matter in past times, and because it presented no 
serious regulatory problem until the great decline in passenger busi- 
ness began following World War II. Since then, however, the pre- 
ponderant volume of passenger service has become interstate in char- 
acter, the need for local service having almost disappeared, except for 
commuting service in a few large cities. Nevertheless, the regulation 
of passenger service still lies solely with the State commissions, al- 
though such regulation either directly affects interstate commerce, in 
that it deals with interstate trains, or indirectly places a burden on 
interstate commerce, by requiring unprofitable local service, with 
which the ICC cannot now deal. 

Local regulation of what has come to be a national problem has 
prevented the railroads from making changes in their passenger train 
operations in line with changes in patronage, and has contributed sub- 
stantially to the passenger deficit. I do not mean to suggest that all 
State commissions have taken an obstructive attitude, but only that it 
has proved impossible to secure necessary relief in some States. In 
fact, the National Association of Public Utility Commissioners has 
several times recommended a more liberal attitude on the part of their 
members in dealing with train curtailments, but the recommendations 
have been ignored in numerous States. As stated by Secretary of 
Commerce Weeks in his letter of April 22, 1958, to Senator Smathers: 

State commissions, because of pressure from local interests, have too often 
been reluctant to permit a discontinuance or curtailment. 

The report of the Smathers committee, dated April 30, 1958, points 
out the difficulty and delay often encountered by the railroads when 
they seek to adjust their passenger services, and states that— 

State regulatory bodies all too often have been excessively conservative and 


unduly repressive in requiring the maintenance of uneconomic and unnecessary 
services and facilities. 
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S. 3778 provides a moderate remedy for this situation, and one that 
is entirely consistent with the purpose and function of the Inter- 
state Commerce Commission. It does not impose on the Commission 
the burden of complete regulation of passenger service, but only a 
permissive jurisdiction and a sort of appellate procedure similar to 
that already applicable to intrastate rates. This latter power of the 
Commission is found in section 13 of the Interstate Commerce Act, 
and section 4 of S. 3778 supplements section 13 of the act by including 

assenger service and facilities. 

The bill does not provide for ICC jurisdiction over railroad service 
and facilities in all cases, but only when its authority is invoked by 
railroad action in specific cases. ‘Thus, jurisdiction will remain with 
the State regulatory tribunals to a considerable degree, and the ICC 
will step in only when a State agency refuses to act within a reason- 
able time, as occassionally happens, or when it has manifested an atti- 
tude in disregard of the national interest, as has frequently occurred 
in recent years. A carrier may then invoke ICC jurisdiction by giv- 
ing 30 days’ notice of a proposed change in its schedules or services, 
such notice to be given the ICC and the public, and served on the Gov- 
ernor of the States concerned. This notice has the effect of suspend- 
ing State jurisdiction temporarily. The ICC has the right to suspend 
the proposed change, as it now suspends proposed rate ‘changes, for a 

erlod of 4 months, and to investigate the legality of the proposal. 

f it finds, upon hearing, that the change is not justified, it may re- 
quire the service to be continued for 1 year. Upon the expiration of 
such time, jurisdiction reverts to the States. 

The bill also provides standards to govern the issuance of the Com- 
mission’s order: namely, that the service in question is required by 
public convenience and necessity, that it will result in a net loss to the 
carrier, and that it will not otherwise unduly burden interstate com- 
merce. The bill is remedial in character, designed to provide relief 
in situations in which local authorities have shown an unwillingness 
to recognize the accumulated effect of local regulations upon the 
broader public interest. 

The Interstate Commerce Commission already has the expertise 
necessary to administer such a provision. For years it has had ex- 
clusive jurisdiction over the abandonment of railroad lines, whether 
interstate or intrastate, and the same considerations which govern 
this problem apply to changes in train service. There is no reason to 
think that the ICC would not give adequate consideration to local 

needs, as it has always done so in 1 considering abandonments. 

On the contrary, some State commissions have refused to give con- 
sideration to anything but the narrowest kind of local needs and 
have wholly ignored the broader economic questions involved. Fur- 
thermore, some State commissions have deliberately attempted to reg- 
ulate interstate commerce even though this field is exclusively re- 
served to Congress under the Constitution. The New Jersey Com- 
mission recently asserted jurisdiction over the withdrawal of the 
B. & O.’s pasenger train service between Washington and New York, 
although the B. & O. trains performed no intrastate service in New 
Jersey. That railroad was obliged to engage in legal proceedings in 
four different States, although it seems obvious that the problem was 
one for the ICC. The Pennsylvania Commission recently attempted 
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to interfere with schedule changes proposed by the Pennsylvania 
Railroad involving interstate trains, including New York-W ashing- 
ton trains which serve only one point in I ennsylvania and thus per- 
form no intrastate service. 

The New York Commission has prevented revisions in the New 
York Central’s service between New York and Chicago, and in some 
States the railroads have been obliged to run so-e alled ghost trains 
locally in order to withdraw long- distance interstate trains which 
have lost their patronage to other forms of transportation. By a 
ghost train I mean a train operating within a State between State 
lines and carrying no, or practically no, passengers. 

Apart from this direct interference with interstate commerce, it 
has become necessary to give the ICC some authority over in trastate 
service. It is not uncommon to find trains operated under State com- 
mission order with crew members outnumbering the passengers, and it 
is a common occurrence for the railroads to be required to operate 
trains with less than a busload of passengers. As an example, the 
New Jersey Commission recently refused to permit the withdrawal 
of a train which carried only a half dozen regular passengers because 
the station used by them was bypassed by bus service which the com- 
mission had authorized along the rest of the line. As I have alre: ady 
said, this kind of parochial “attitude, which results from local pres- 
sures, political and otherwise, is not universal throughout the country, 
but it exists in a sufficient number of States to warrant corrective 
authority in the ICC. 

It is not in the public interest to require railroads to perform un- 
necessary and uneconomical services. When they are forced to do so, 
an unjustified burden is cast upon the economic structure of the coun- 
try, especially upon interstate commerce, and the ICC is prevented 
from carrying out the transportation policy of Congress by matters 
over which it has no control. 

S. 3778 will remedy this situation in a reasonable way, without de- 
parting from customary regulatory procedures, and with full pro- 
tection of the public interest. 

The committee will realize that my remarks are limited to one siaall 
section of the necessary remedial legislation, but they deal with a 
proposal that will provide some prompt relief where it is most needed 
and clearly justified. 

[ would like to add, Mr. Chairman, if you will permit, a comment 
on the question you asked Mr. Baker a few minutes ago. 

[ would like to say that in our opinion, some origin: al jurisdiction in 
the Interstate Commerce Commission is necessary in addition to the 
appellate jurisdiction. [I have already illustrated this by pointing 
out how various State commissions are attempting to regul: ate inter- 
sti ite trains. 

The New Jersey Commission, for example, takes the position that it 
can regulate train service not only through New Jersey but beyond. 
It has actually attempted to require service to be operated from points 
in New Jersey into ee ee On the same theory, if it should 
attempt to apply it, the New Jersey Commission could require train 
operation all the way to San Francisco. 

Mr. Roserts. In other words, you take the position that unless you 
enlarge the original jurisdiction of the ICC, you are going to be con- 
fronted with this same thing just as you have in the past. 
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Mr. Cousins. We certainly are, and we are going to have untold 
delay. We may be able to correct some of it in the end by court ap- 
peal where there is a direct interference with interstate commerce, but 
those matters go on for years. 

I understand, Mr. Chairman, that Mr. MacDonald of the National 
Association of Public Utility Commissioners stated to you yesterday 
or the day before that State regulation has proved quite effective. 
I would like to admit to the committee that Mr. MacDonald has been a 
leader in attempting to influence State commissions to take a more 
liberal attitude in regulating this subject. If his recommendations 
were carried into effect by the various State commissions, we would 
not have the problem we now face. They have been totally ignored, 
however, in many States. 

Three outstanding examples in the Eastern territory are New 
Jersey, New York, and Pennsylvania, which in my opinion have paid 
no attention whatever to the recommendations of that national asso- 
ciation. 

We do not think that State jurisdiction will be unduly interfered 
with. Toa considerable degree, where State action is reasonable and 
well considered, it will continue as now. It is very necessary, however, 
to have some place of refuge—and that place is the I1CC—from the 
unreasonable approach that we now experience in numerous States. 

Thank you very much. 

Mr. Roservs. I take it that certainly you would not favor the pro- 
posal as to appeal advocated by Mr. Baker. 

Mr. Cousins. I favor that, but I go no further and add to it the 
original jurisdiction as it is stated in the Smathers bill. I think both 
would be useful. 

Mr. Roserrs. Are there any questions from the subcommittee ? 

Mr. Hale? 

Mr. Hae. No questions. 

Mr. Roserts. Mr. Macdonald? 

Mr. Macponaxb. I have just two. 

One is an observation. Do you not feel that in many States the 
riders of trains would agree with your position that the Federal Gov- 
ernment should have jurisdiction over abandonment of service, inas- 
much as in New England, at least as far as the record has shown, 
every time the railroad has gone in before the State board and wanted 
to drop a train, it has had 100 percent “cooperation”—shall we put it in 
quotes ?—from the State regulatory body # 

I was wondering how this would stack up with the rest of the 
country. In my own district, there are practically no trains running 
to any suburban area at all, either on the Boston & Maine or the branch 
of the New York, New Haven & Hartford. Would you say that is 
typical or not typical of the State regulatory boards? 

Mr Covstns. Congressman, I think you said there had been cooper- 
ation from patrons, from the passengers. If you said that first, I will 
confirm that in these passenger train cases we have little or no oppo- 
sition from patrons. The trains that we propose to take off are those 
which the patrons have left, either for other trains or for automobiles 
and so forth. 

Mr. Macponatp. You are talking about the Pennsylvania now ? 
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Mr. Cousins. I am talking about the Pennsylvania particularly,. 
but quite a few railroads in general. 

Mr. Macponatp. That is just opposite to my experience. Actually, 
I must have a file of letters that high; perhaps even higher—for the 
record, I am indicating a file of about 3 feet. People have built homes 
depending on suburban service, and now have to wait up to 2 and 3 
hours for service. So your experience on the Pennsylvania is just 
opposite to my limited experience in the Eighth Congressional Dis- 
trict of Massachusetts. 

Mr. Cousins. We have only a small amount of passenger interest 
in these train cases. There are a few, but it is very little. Certainly, 
we have not had the cooperation from all State commissions that you 
say is true in New England. 

I would say we have about 98 percent uncooperation in the State of 
New Jersey, and from there on down to the States where we do have 
good cooperation. 

Mr. Macponavp. What is your feeling about the proposal that this 
body could investigate intrastate rates? 

Mr. Cousins. I do not propose to testify about the rate angle. My 
opinion as a lawyer who has handled those matters is that it is entirel 
constitutional for the regulation of intrastate rates as proposed in ¢ 
3778, but other witnesses will be handling that specifically. 

Mr. Macponap. But you do not have any opinion as to whether or 
not they should investigate intrastate rates? 

Mr. Coustns. I certainly do. I am in favor of the Smathers bill as 
it is written. 

Mr. Macponaup. You made the point that New Jersey tries to take 
jurisdiction past its boundaries. What is your reasoning as to why 
the ICC should control intrastate rates ? 

Mr. Coustns. Because of the burden placed on interstate commerce. 

Mr. Macponaup. How about the burden placed on the ICC? It 
seems to move quite slowly already. Do you think this would tie up 
the machinery even further ? 

Mr. Cousins. No; I do not think it would place a very large addi- 
tional burden on the [CC—either of the subjects, service or rates. 

Mr. Macponap. Thank you. 

Mr. Roserts. The gentleman from New York? 

Mr. Derountan. No questions, thank you. 

Mr. Roserts. The gentleman from California ? 

Mr. Youncer. Mr. Cousins, do you subscribe to the transportation 
policy as outlined in the act? 

Mr. Coustns. Yes; I do. 

Mr. Youncer. Do you believe that the inherent benefits of any one 
mode of transportation ought to be protected ? 

Mr. Covustns. I do. 

Mr. Youncer. That is all. 

Mr. Roserts. Thank you, Mr. Cousins. 

Our next witness will be Mr. George L. Boland, vice president and 
general counsel of the Southern Pacific Railroad, San Francisco, 
Calif. 

Mr. Youncer. May I say, Mr. Chairman, that Mr. Buland is a con- 
stituent of our Ninth District in California, and one of my bosses. 
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Mr. Rozerts. May I say that the Chair is sure that Mr. Buland will 


be in mighty good hands today, and we are delighted to have him 


here. We think very highly of your Congressman, ,and he contributes 
a lot to the work of this committee. 

Mr. Butanp. I think that bossing business is probably the other 
way around. But, nevertheless, I am glad to have Mr. Younger 
recognize me. 


STATEMENT OF GEORGE L. BULAND, VICE PRESIDENT, GENERAL 
COUNSEL, AND DIRECTOR, SOUTHERN PACIFIC CO., ON BEHALF 
OF THE ASSOCIATION OF AMERICAN RAILROADS 


I am vice president, general counsel, and director of Southern 
Pacific Co. 

My appearance here today on behalf of the Association of Ameri- 
can Railroads is in support of the construction reserve deduction as 
offered by the railroads and as proposed in section 7 of S. 3778 and 
H. R. 12488. 

The present railroad situation prompts the construction reserve 
proposal. 

Despite the low rate of return, around 4 percent or less in recent 
years, upon capital investment—and the receipt of a fair return is 
the primary motive for investment—the railroad industry has in- 
vested heavily in equipment and other facilities. An annual capital 
investment of well over a billion dollars has been the rule during the 
decade prior to 1958. Even so the capital investment was no more 
than adequate for the Nation’s needs. For instance, as of January 1, 
1958, 1,746,684 cars were owned by the railroads of this country, 
which contrasts with 2,316,224 cars owned 30 years before. I may 
say that cars are larger now and that better use is made of them. 
The turnaround time is less. But, nevertheless, this statistic. is a 

startling one, and it indicates the reason for the continuing effort by 
shippers and railroads alike to have freight car ownership increase. 
With the current recession in business, there has been a pronounced 
slowing down of capital expenditures by the railroads. On May 1, 
1958, only 37,574 freight cars were on order, which contrasts with 
94,025 on order on May 1, 1957. On April 1, 1958, 206 locomotives 
were on order, contrasting with 747 on order April 1, 1957. 

The construction reserve proposal is designed to make it feasible 
for the railroads to set aside money for capital expenditures to pur- 
chase more cars, increase their plants, and to do it in a way that would 
tend to iron out the peaks and valleys of railroad construction and 
purchase. By providing for a reserve for capital expenditures which 
may be drawn upon for such expenditures over a 5-year period, the 
tendency of capital expenditures to increase in time of superior 
earnings and to fall in hard times will be minimized, since the fund 
will be there and can build up in a period of higher earnings and be 
drawn down over the span when the improvements are desirable. 
Such a development would be helpful in stabilizing railroad employ- 
ment and would benefit the operations of railroad suppliers and in- 
crease their efficiency. 

The construction reserve proposal as offered by the industry con- 
templates the creation of a fund on the books of the taxpayer in 
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accordance with regulations jointly prescribed by the Secretary of 


you 
the Treasury and the Interstate Commerce Commission. Amounts a 
deposited in this found would be deductible in computing Federal frol 
income taxes. Such amounts could only be used for the acquisition T 
of equipment and other property used by railroads in their transpor- ded 
tation business or for the reduction, in whole or in part, of debt in- ' 
curred in connection with any such acquisition. a 
I pause here to say that it cannot be used for reduction of debt form 
generally. It is only when debt was created in order to purchase N 
equipment after the creation of the fund, and then that is defrayed aa 
out of the reserve fund. Rey 
Failure to use the deposits for the designated purposes within a ot 
period of 5 years would cause them to be taxed at the rate applicable Ho 
to the year when the deduction was taken. Any withdrawal for the the 
purpose of debt reduction would be limited to an amount equal to the a 
adjusted basis of the asset in respect of which the debt relates. For Lar 
the purpose of computing depreciation, it is provided that there Sw 
would be a reduction in the basis of the property acquired correspond- T 
ing to the amount withdrawn for its procurement. thir 
In other words, the Government would catch up for the deduction bee! 
that was made at the time of the putting of the funds in the construe- ie 
tion reserve, because by reducing the base of the property into which sa 
these moneys were put, the depreciation and retirement deductions tior 
would be correspondingly reduced so that in the end the Government co 
would have substantially the same revenue as if this construction re- ven 
serve were not provided for. why 
To demonstrate how this would work, assume that a railroad de- \ 
posits a million dollars in such a fund. This would entitle the de- ss 
positor to a deduction in the same amount in computing its income Sec 
tax. If it fails to use this deposit for the purposes stated in the pro- sha 
posal within 5 years, it would become subject to tax at the rate ap- sda 
plicable when the deduction was taken. If, however, within this pe 
period, the entire deposit is used for the purchase of freight cars, for eri 
example, costing $1 million, their basis for computing depreciation pre 
would be zero. There were some modifications in this railroad pro- 0 
posal which were embodied in 8. 3778—that is, the Smathers omnibus the 
bill—which are in the nature of refinements upon those proposals, chs 
and I will discuss those. r 
As modified by S. 3778, the construction reserve proposal would use 
apply to all common carriers subject to the Interstate Commerce Act. the 
The railroad proposal was originally for railroads only, but the giv 
Smathers committee has extended it to all common carriers subject rig 
to the Interstate Commerce Act. In addition, the Senate bill provides Hl 
that earnings of the fund are to be deposited in the fund and with- in; 
drawn only for the purposes specified and applicable to the fund. To 
insure their use for such purposes within the 5-year period from the exc 
date of their deposit, the bill goes on to provide that failure to expend :m 
them within such period would result in the payment of 85 percent ou 
thereof to the United States as a tax in lieu of any other tax which 
might be applicable. The industry proposal contained no such pro- - 
posal for it was of the opinion that any earnings from the fund would att 


be treated, for tax purposes, as part of the company’s ordinary tax- 
able income unless they were deposited in the fund in which case they 
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would receive the same benefit and be under the same burden as any 
other deposit therein. While the need for such provision is not free 
from doubt, it is acceptable to the industry. 

The Senate bill also imposes a limitation on the construction reserve 
deduction by providing that it— 
shall not exceed in any One year an amount equal to the depreciation recorded 
in the operating expense accounts for such year under the provisions of the uni- 
form system of accounts prescribed by the Interstate Commerce Commission. 

No limitation was placed on the amount to be deposited in the 
construction reserve fund as proposed by the industry. It was be- 
lieved unnecessary since under prudent management a taxpayer would 
not commit an undue amount of its funds for capital expenditures. 
However, the industry does not object to the limitation set forth in 
the Senate bill. In fact, I think myself, it is a suitable safeguard. 

I might illustrate with some figures as to how it would work. Since 
Tam familiar with my own company more than with other companies, 
I will use it as an illustration. 

The Southern Pacific Co. accrues for depreciation each year some- 
thing over $30 million. Its capital expenditures in recent years have 
been in the neighborhood of $100 million annually. Under this pro- 
posal as modified, the maximum amount which we could put into the 
construction reserve would be measured by the depreciation deduc- 
tion and would not extend to all of the capital expenditures which 
were made. I think that is a reasonable safeguard and would pre- 
vent the taxpayer from going overboard in the amounts of money 
which it may put in the construction reserve. 

With the end in view of protecting the interest of the United States, 
S. 8778 provides further that the joint regulations prescribed by the 
Secretary of the Treasury and the Interstate Commerce Commission 
shall expressly state that no amount can be withdrawn from the con- 
struction reserve fund except for the purposes designated in the bill 
or upon payment to the Secretary of the Treasury of a tax deficiency 
arising thereon due to withdrawal for wrongful use or failure to use 
properly within the time allowed. That is a refinement in order to 
make sure that if the money in the construction reserve is not used, 
the Federal Government will get the taxes and it will constitute a first 
charge upon the fund. 

The effect of this provision is to freeze the fund when it has been 
used improperly until the tax deficiency has been paid. By reason of 
the provisions already existing in the Internal Revenue Code which 
give the Government a lien for taxes “* * * upon all property and 
rights to property, whether real or personal, * * *” (sec. 6321), the 
industry doubts the need for such a provision but has no objection 
to its inclusion. 

S. 8778 also contains a provision not in the industry proposal which 
exempts deposits in the construction reserve fund from the tax on the 
Improper accumulation of surplus. The inclusion of this proposal 
out of an abundance of caution is not objectionable. 

A copy of the construction reserve deduction as proposed by the 
industry and as set forth in S. 3778, beginning on page 12 thereof, is 
attached for your information. 

(The material referred to was submitted by Mr. Loomis and ap- 


pears on p. 255.) 
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Mr. Buuanp. The construction-reserve deduction would not result 
in substantial revenue loss by the Government; taxes would only be 
deferred. The loss of revenue to the Government in any year would 
be measured by the tax rate applicable to the construction-reserve 
deductions, but this loss would be recouped over the life of the proper- 
ties acquired through construction-reserve funds by reason of redue- 
tion in depreciation ‘and retirement ch irges. The financial advantage 
to a taxpayer making use of the construction reserve would be meas- 
ured by the value to it of the use of funds duri ing the period of tax 
deferral. It is submitted that the conferring of such an advantage to 
railroads and others who may be included in the proposal is a modest 
price for the Government to pay for the advantages which would 
accrue to the public in stimulating an orderly and stabilized program 
of capital expenditure in the transportation industry. 

Our tax laws embody many provisions which provide incentives 
for what is regarded as desirable public objectives. We have the 
depletion deduction as an incentive for the production and discovery 
of oil, and other deple tion deductions as incentives for the dise covery 
and production of other minerals. We have a special capit: al-cains 
treatment in respect of the proceeds of timber as an incentive for the 
growth of timber. We have in the Merchant Marine Act a particular 
provision giving a tax dispensation in order to promote the construc- 
tion of ships used in foreign commerce. Here we propose a tax pro- 
vision, which would not result in ultimate loss of revenue to the 
Government, as an incentive to promote the construction of needed 
plant and equipment in the railroad industry. 

We think it is a reasonable provision. It is not out of line with 
other provisions contained in the Internal Revenue Code. It is 
very much needed in the railroad industry because the earnings of 
the industry have been inadequate to allow the plowing back of earn- 
ings in an amount sufficient to build up the plant, and the railroads 
are practically precluded by the market appraisal of their securi- 
ties from resorting to equity financing. It is a unique situation, 
where this incentive can be provided to great advantage. 

I think of it, in a sense, as somewhat a companion piece to the 
proposal that is before your committee for the guaranty of loans to 
railroads of insufficient credit. That would promote equipment pur- 
chases by the roads who are unable to borrow, but it would have no 
advantage, no inducement for railroads which are still solvent and 
which could borrow, although prudent management would not dictate 
their doing so. 

Probably it is in that field where the greatest amount of capital 
expenditure is possible in the building up of a railroad plant. ‘Thus, 
the two provisions would dovetail to assure, or at least to aid in, the 
creation of railroad plant and in the stabilizing of railroad employ- 
ment, and of stabilizing the business of railroad suppliers, which has 
been a feast-or-famine industry. 

I thank you very much for your consideration. 

Mr. Roserts. Thank you, Mr. Buland, for a very interesting state- 
ment. I note that on the bottom of page 4 you state: 


The construction-reserve deduction would not result in substantial revenue 
loss by the Government; taxes would only be deferred. 
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I can see how that provision would be of advantage to those rail- 
roads who are in good condition and are paying taxes. But how 
would it help those who are in vet ‘y stringent financial difficulty and 
not making any money ? 

Mr. Buxanp. It would not be of immediate advantage to railroads 
which do not have a taxable income. Of course, they might take some 
advantage of it, even though they are in a deficit year because of the 
carry bac ‘k and ¢ ‘arry forw: ard provisions in respect of an operating 
loss, and any amount put in the construction reserve can be carried 
for 2 years back or forward for 5 years. So, there would probably 
be some advantage out of funds put in the construction reserve. But 
I agree that, if a railroad is in a deficit class, probably it would be 
unable to raise the money at the time to put the funds in the con- 
struction reserve. 

So, as I indicated, I think that is, perhaps, something of a com- 
panion piece for the guaranty provisions for the lines “who are in 
embarrassment. This is something th: at would promote construction 
by the roads which are solvent and earning some income. 

Mr. Roserrs. I do not say this because I am not fully convinced 
that there is a great deal of merit in this proposal, but it would seem 
to me that what we are trying to do here is to help those roads who 
need help, and, if this proposal would not help those who are in diffi- 
culty, it seems to me we had better look around for some other method. 
If we are simply going to build up those that are already strong and 
not do anything for those that are weak, it would seem to me we are 
not going to accomplish a great deal. 

Mr. Buranp. The fact that a company earns some taxable income 
does not necessarily mean that it is strong. I would say that the 
recession has affected the railroad industry, generally, and it _ 
placed some railroads in the deficit class. As to other railroads, 
has resulted in a diminishing of their income, but still leaving ae 
with some income. I think the railroad industry, as a group, requires 
aid at this time. 

Mr. Roserrs. This proposal for the construction-reserve deduction 
is somewhat similar to what we had that was called the 5-year certifi- 
cates for accelerated amortization, back in the days of the Defense 
Production Act. Would you say that these 5-year certificates re- 
sulted in any appreciable increase in the purchase of freight cars? 

Mr. Bunanp. I would say so; yes, very materially. 

Mr. Ropers. Will you state again why you feel that the construc- 
tion reserve would accomplish the same result ? 

Mr. Buianp. It would accomplish the same result, and, I think, 
in a superior way. In the case of amortization certificates, a certifi- 
cate was given, finding the national need for the construction of par- 
ticular equipment, which then had to be constructed within a certain 
period of time. 

Under the construction reserve, money would be set aside in the 
fund, which could then be used over a 5-year period for such con- 
struction, which would permit a stabilizing of construction. 

For instance, in our company we have for some 5 or 6 years been 
building perhaps 10 or 12 freight cars a day in our shops at Sacra- 
mento, and are continuing to do that through July 1 of this year. 
Much of that construction, almost all of it, was pursuant to amortiza- 
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tion. But now, at a time when we find it necessary to conserve funds, 
we are going to dise ontinue that construction. 

Had there been a construction reserve, the whole project could have 
been programed for a 5-year period and money could be withdrawn 
consistently in accordance with the need for construction and desir- 
ability of a steady production, rather than in respect of when you had 
the money available. 

Mr. Roserrs. In the case that we use this construction proposal, 
what. would be the situation that a railroad would find itself in after 
5 years, where there would be no funds available from depreciation to 
meet these 15-year equipment-trust payments ? 

Mr. Bucanp. Funds are available out of earnings. Depreciation is 
a bookkeeping entry which earmarks a certain amount of earnings to 
represent the wear ‘and tear, the exhaustion of the property. But it 
is not the depreciation that creates the money ; it is the earnings which 
create the money, and the earnings would be there whether or not 
there were a depreciation account. 

Mr. Roserts. Of course, you are assuming the end of the recession 
and a return to a normal period of business. 

Mr. Butanp. Yes, sir. 

Mr. Roperts. I believe you say that you do not particularly favor 

this provision; it is a kind of incentive-to-spend provision. On page 3, 
I note it says in your statement that— 
To insure their use for such purposes within the 5-year period from the date of 
their deposit, the bill goes on to provide that failure to expend them within 
such period would result in the payment of 85) percent thereof to the United 
States as a tax in lieu of any other tax which might be applicable. 

[ believe that the industry proposal omitted that provision. 

Mr. Buxanp. That is right. 

Mr. Roperts. And you agree that the industry is perhaps correct. 

Mr. Butanp. Yes. 

Mr. Roperts. Would you mind stating your reasons for that posi- 
tion ? 

Mr. Bu.anp. The way we look at it is that we did not go as far 
in one way as the Smathers bill, in that there would be this fund 
invested in securities, and there would be earnings from this fund. 
We had thought that the earnings from the fund would just be ordi- 
nary income of the c ompany, subject to the normal taxes at such time. 
In that event, the taxes would have been paid on it, and there would 
have been no occasion for any pent alty. 

But the Smathers committee contemplates that the earnings when 
earned on this fund would not become ordinary income, but would 
become an addition to the construction reserve, and not taxed. So, 
having done that, they then felt it was necessary to put on a penal pro- 
vision which is to apply in case the moneys were not used as intended. 

We were going to take the earnings and tax then just at the time 
when they were earned, at the ordinary rate. The Smathers committee 
contemplates not taxing the earnings on the fund when earned, but 
having them added to ‘the construction reserve and given the same 
treatment as the principal. Then they were faced with the situation, 
suppose the earnings were not used for that purpose; and that led 


to the 85 percent tax. 
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It seems to me it is rather an undue wrinkle and complication; and 
I do not like 85 percent taxes, anyway. 

Mr. Roserrs. In other words, it would seem to you that in the case 
of prudent management, that provision would not be nec essary. 

Mr. BuLanp. That is r ight ; yes. 

Mr. Roperrs. And then i in the case of bad mani igement, you would 
have a rather dangerous proposal there, in that “there might be a 
tendency to spend it whether it is needed or not. 

Mr. Buanp. Yes, sir. 

Mr. Roserts. That is all I have. 

Does the gentleman from Minnesota have any questions ¢ 

Mr. O’Hara. Mr. Chairman, you have covered the things I was 
interested in. While I think it is excellent to have the testimony of 
Mr. Buland and others on the practical situation of this reserve pro- 
posal yet I think when we get down to the question of taxation, under 
the Constitution and the Rules of the House and the practice before 
this committee, the Ways and Means Committee is the one whose 
problem is ultimately to consider all such matters, and it would end 
up before them, I would think, as far as legislation is concerned, 

Am I correct, Mr. Chairman ? 

Mr. Roserrs. I would certainly think that the gentleman is correct. 

Mr. O'Hara. That is all I have. 

Mr. BuLanb. May I interpose a statement here ? 

Mr. Roperts. Surely. 

Mr. Butanp. I realize the propriety of the observation. There are, 
though, precedents that when a tax measure is embodied in a matter 
dealing with an industry, the matter would be dealt with by the 
committee having jurisdiction over the industry. For instance, tue 
railroad retirement law had a tax feature, and that did not go w 
the House Ways and Means Committee. The Agricultural Adjust- 
ment Act did not go through the Ways and Means (* ommiittee, af- 
though there was a provision in it for tax exe mption. 

I realize it is a question of propriety, but I am just mentioning taht 
there have been precedents for that. 

Mr. O'Hara. Mr. Chairman, in response to Mr. Buland’s state- 
ment may I say this. 

Of course, | am not posing as a parliamentary expert on this matter, 
but I do know we have legislation before this committee now which 
deals with the problem of the request for tax exemption for railroad 
workers. That has been referred to the Ways and Means Committee 
and is before them at this time, on that very subject. So 1 do know 
there is a rather strict comity between the two committees on these 
matters, and of course, the constitutional provision that anything 
affecting taxes must be referred to the Ways and Means C ommittee. 

Mr. BuLanp. I am sure that the W ays and Means Committee would 
like to have the opinion of this committee upon any such matter, in 
any event. 

Mr. Rozerts. The gentleman from West Virginia? 

Mr. Staccers. I do not have any questions. 

Mr. Roserts. The gentleman from Maine? 

Mr. Hae. I have no questions, Mr. Chairman, but I had the same 
thought as Mr. O’Hara. I can see a great deal of merit in this pro- 
posal, but I would question our jurisdiction to deal with it without 
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referring the tax feature to the Ways and Means Committee. The tax 
fe: ature seems clearly to be beyond our competence, beyond our tech- 
nical jurisdiction, and beyond our practical experience. 

Mr. Roserts. The Chair will state that both gentlemen are probably 
correct in their observations. However, I think it is a good thing for 
this committee to get all the education it can. 

Mr. O’Hara. It is very necessary. 

Mr. Roserts. The gentleman from Massachusetts. 

Mr. Macponarp. I have just two short questions. 

First, [ would like to compliment the gentleman on two things: 
First, his cogent statement; and secondly, his Representative here in 
the Congress, Mr. Younger, who has been one of the most hard-work- 
ing members of this committee. 

In response to a question of the chairman, you pointed out that 
this would not benefit railroads that were not already doing quite 
well. I was wondering if you knew how many of the so-called eastern 
roads would benefit at all ‘under the provisions that you discussed. 

Mr. Butanp. Of course, this is not a measure just for today. As of 
today, many of your large eastern carriers are in the deficit c ‘lass: the 
New York Central, probably the Pennsylvania, and many of the 
railroads in New England. But I suspect that if the railroad industry 
is going to survive, they are not going to stay in the deficit class. I do 
not think you can contempl: ite that the railroad industry is going to 
run without any net income, or any constituent member of it is going 
to run without any income. 

So, if it does not help today, this provision, it ought to help in the 
year after next, if you are going to continue with a Tailroad industry 
which is worthy of the name of such. 

Mr. Macponatp. Am I correct in saying, sir, that at the present 
time it would not help any of the hard-hit astern roads at all? 

Mr. Butanp. I would not say that. Some of them will have in- 
comes. The Pocahontas railroads, the C hesapeake & Ohio, the Nickel 
Plate are doing very well, or have their heads above water. The Dela- 
ware & Hudson is doing moderately well. But I would agree that for 
a large number of eastern railroads, as of the year 1958, the construc- 
tion reserve would not be helpful to them. 

Mr. Macponarp. My second and last question is: You also said, I 
think, although I did not find it in your statement, you compared the 

railroads to other industries, including the oil industry , which has a 
depletion allowance. 

Mr. BuLanp. Yes. 

Mr. Macponatp. While I think the other members of the committee, 
at least, know I am not too keen on depletion allowance for the oil 
industry, is it not a fact that you differ a good deal in your economic 
position, inasmuch as you have a monopoly, which the oil interests 
say they do not have, in carrying freight, and so forth, over certain 
routes that were given you as a monopoly! Q 

Mr. Bunanp. I think that the monopoly has pretty well vanished 
from the transportation picture. I would not agree that we have a 
monopoly. 

Mr. Macponatp. Who competes with you in the Southern Pacific 


for freight, for example, over the routes that you run? 
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Mr. BuLAnp. We cover a good many different areas. In California 
we have competition from the Santa Fe, the Union Pacific, and the 
Western Pacific. In Oregon we have competition from the northern 
lines: the Northern Pacific, Great Northern, their subsidiary, and the 
Union Pacific. In Texas we compete with about 11 different railroads. 
Texas is just shot full of railroads. So we have a very substantial 
railroad competition. 

But our traflic also is now very competitive with other forms of 
transportation. 

Mr. Macponatp. Would you say that airfright to Chicago was now 
competitive with you, to any large extent ? 

Mr. Butanp. Not toa substantial extent. There is a certain amount 
moving, but it still isa very tiny percentage. 

Mr. Macponaup, Thank you, Mr. Chairman. 

Mr. Roserts. Does the gentleman from New York have any ques- 
tions 

Mr. DerountaAn. Mr. Buland, I want to compliment you for a fine, 
brief statement. 

I would like to ask you what type of relief you think would most 
benefit railroads who are not in good financial condition today. 

Mr. Butanp. I think that the fundamental things which your com- 
mittee is dealing with—freedom of ratemaking, freedom to adjust 
their service to the present needs, freedom and ability to be regulated 
on the whole picture in many respects by the Interstate Commerce 
Commission rather than piecemeal by the State commissions, and in 
our case 11 different State commissions—I think that sort of thing 
is the thing which will help the railroads that are in bad condition. 

I regard the guaranty of loans as a stopgap which may be desirable 
to resort to, but I do not think that it does them much good in the 
long run. 

Mr. Derountan. Thank you very much. 

I have no further questions. 

Mr. Roserts. Does the gentleman from California have any ques- 
tions? 

Mr. Youncer. Mr. Buland, in your statement and in the bill itself, 
there is one feature that is not covered. 

When the depreciation certificates were authorized, it was with the 
idea of increasing the equipment, not merely to replace wornout equip- 
ment. There is no provision here in your fund to say that it can 
be used for replacement of wornout equipment or to increase your 
equipment. 


What is your feeling on that? 
Mr. Butanp. What you state is correct ’ t, and I would think that the 


bill is properly conceived. Replacement is important, too, as well as 


new plant. 

For instance, as to the figures I put in in regard to railroad cars, 
obviously if the fleet is less than it was some years ago, a new car pur- 
chase can be regarded as a replacement. But I think the money should 
be used for that purpose. And I think you have to think of the infla- 
tionary factor. 

Twe nty years ago it cost $3,000 for a freight car. Now, for a plain 
freight car without the improvements which we now put on freight 
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cars, it would cost around $9,000 or $10,000. The railroads need help 
in order to meet the inflated costs of replacement. 

Mr. Youncer. You answered a question of Mr. Macdonald, I think 
it was, in regard to the number of cars or whether or not the deprecia- 
tion certificates increased the equipment of the railroads. The Govern- 
ment Operations Committee of the House had an investigation on 
that question 2 years ago, and the statistics showed at that time that 
the number of cars were not increased, but actually decreased during 
the period of the rapid depreciation years. It was found that by and 
large, the depreciation certificates were not used to build new cars to 
increase equipment, but actually they were to replace wornout cars, 
and the total number of cars at the end of the certificate period was less 
than the number of cars that the railroads had to begin with. 

I just wanted to correct the record on that, because I think the 
House has a rather complete investigation by the House Government 
Operations Committee on that subject. That is why I brought it up, 
because I know that it will come up in the discussion here, because it 
was tied in with the issuance of the depreciation certificates before. 
That is really what this is; it is a quick writeoff of 5 years. 

Mr. Butanp. No, it is a quick writeoff in 1 year. It is over a 5-year 
period, but the deduction is all in 1 year. 

Mr. Youncer. It would be: a quick writeoff in 1 year. 

Mr. Butanp. Sometimes one has to run pretty fast in order not to 
fall back farther, and I think there was a very good purpose served 
in having as much car construction as there was prompted by the amor- 
tization certificates, even though the total fleet did not increase, as I 
indicated to you, the tremendous expense of even replacing today, unit 
for unit, the existing plant. 

Of course, also, you have to remember that during this time there 
was a whole revolution of power where we changed from steam to 
diesel power, which was a tremendous burden upon the railroads, to 
change entirely their motive powerplant, and the amortization certifi- 
‘ates aided in that. 

Mr. Youncer. I think the investigation did show that the carry- 
ing capacity was increased, even though the number or the units were 
not increased, because the new cars had a greater carrying capacity 
than the old cars that were replaced. But you would object. to having 
in this bill any limitation of use of funds for replacement or for in- 
creased equipment. Isthat right ? 

Mr. Butanp. I would say I object. I think the bill, however, would 
still serve a useful purpose if there were some such restriction, but I do 
not think such a restriction should be in it. 

Mr. Youncer. That isall, Mr. Chairman. 

Mr. Roserts. Thank you. 

Does the gentleman from Kansas have any questions 

Mr. Avery. Mr. Chairman, I would like to ask one short question. 
If it has already been discussed, please say so, and I will not impose 
on the committee. 

Mr. Buland, I did not have the privilege of hearing your entire 
statement. I am just reading in page 2, in about the middle of the 
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page, where you are suggesting as to what purposes might be appro- 
priate for this fund to be used for, and you state: 

the acquisition of equipment and other property used by railroads * * * or for 
the reduction, in whole or in part, of debt incurred in connection with any such 
acquisition. 

Were you suggesting that that should be made retroactive? 

Mr. BuLanp. No. Sometimes you might pay all cash, and some- 
times you might, and probably would, finance. Equipment trusts are 
usually 20 percent down, and 80 percent under equipment trust cer- 
tificates, that would only apply to the payment of indebtedness in- 
curred in the acquisition of the equipment after this legislation. 

Mr. Avery. I thought that should be established, because it was not 
clear. 

Mr. Bunanp. That is quite true; but it would go beyond its pur- 
pose if it applied to indebtedness incurred before. 

Mr. Avery. If it was retroactive, you could use that money for 
almost anything. 

Mr. BuLanp. That is correct. 

Mr. Avery. Your bonded indebtedness, 1 suppose, could be sup- 
ported to include the purchase of transportation equipment. 

Mr. Butanp. Yes; I would think so. I think it has to be under- 
stood that way. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Roserts. We wish to thank you, Mr. Buland. I think you 
have made a fine contribution to this hearing, and I think your con- 
tribution is in line with the fine efforts that this committee receives 
from your representative. He is one of the real hard-working mem- 
bers of our committee, and I might say you people out there are well 
represented. 

It was a pleasure to have you here. 

The next witness will be Mr. Edward A. Kaier, general solicitor 
of the Pennsylvania Railroad, from Philadelphia. 

I might say that Mr. Kaier is engaged in the trial of a case and is 
here through quite a bit of effort on his part. I would appreciate the 
indulgence of the subcommittee in making the questions as brief as 
possible so that he can get back to his case. 

Mr. Kater. I appreciate that very much, sir. 


STATEMENT OF EDWARD A. KAIER, GENERAL SOLICITOR, 
PENNSYLVANIA RAILROAD, PHILADELPHIA 


Mr. Kater. The subject I should like to discuss, gentlemen, is cer- 
tain respects in which the railroads believe that section 18 (4) of the 
Interstate Commerce Act should be amended. That is the section 
which gives the Interstate Commerce Commission the power to re- 
move discriminations caused by intrastate rates. That is the section 
which gives the Commission the power to control intrastate rates in 
that area in which it has control. 

I believe that some or perhaps all of the members of the committee 
will recall that the first exercise of Federal control over intrastate 
freight rates was that which was sustained in the famous Shreveport 
case. In that case, the Interstate Commerce Commission had re- 
quired a removal of undue prejudice to interstate shippers and locali- 
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ties that was caused by an intrastate rate that was too low in relation 
to an interstate rate. 

The Commission at that time did not have any specific power to deal 
with intrastate rates. It simply proceeded to enter its order under 
that section of the Interstate Commerce Act which forbids undue 
prejudice. 

In the Transportation Act of 1920, however, Congress gave the 
Commission a direct grant of power to ‘deal with intrastate rates, and 
at first wrote into section 13 of the act the rule of the Shrev eport case, 
and it specifically prohibited intrastate rates which create undue pre}- 
udice to interstate shippers and localities. Then it went beyond that 
and put in a new concept which prohibited discriminations against 
interstate commerce. 

You will recall, I think, that the 1920 act was the act which first 
gave the C ommission the responsibility to see to it that the country 
had a national transportation system that was adequate for the needs 
of commerce and the national defense, and it gave them affirmative 
duties to see that the railroads had sufficient revenues to accomplish 
those ends. 

The 13th section as amended by the Transportation Act of 1920 
first came before the Supreme Court in the Wisconsin Railroad Com- 
mission case, which is cited on page 2 of my memorandum. I havea 

‘ather long quotation from that case which I will not read except the 
first part, beginning with the second paragraph. 

After the Court had pointed out that the primary objective of the 
Interstate Commerce Act as amended in 1920, that is, of the 1920 
amendment, was to put responsibility on the Interstate Commerce 
Commission for the railroads getting adequate revenues for efficient 
transportation, the Court came ‘to this 13th section feature, the section 
which gives control over intrastate rates and prohibits discriminations 
against. interstate commerce, and the Court said this: 

Intrastate rates and the income from them must play a most important 

art in maintaining an adequate national railway system. Twenty percent 
of the gross freight receipts of the railroads of the country are from intrastate 
traffic, and 50 percent of the passenger receipts. The ratio of the gross intra- 
state revenue to the interstate revenue is a little less than 1 to 3. If the rates, 
on which such receipts are based, are to be fixed at a substantially lower level 
than in interstate traffic, the share which the intrastate traffic will contribute 
will be proportionately less. If the railways are to earn a fixed net percentage 
of income, the lower the intrastate rates, the higher the interstate rates may 
have to be. The effective operation of the act will reasonably and justly require 
that intrastate traffic should pay a fair proportionate share of the cost of 
maintaining an adequate railway transportation system. 

And, members of the committee, it is in that last sentence that the 
key to our problem here today lies. We think that to achieve that 
end, certain amendments are required. 

The first of those comes from a very recent decision of the Supreme 
Court. Let me say that from the time of the enactment of the Trans- 
portation Act of 1920 until this decision of the Supreme Court in 
Chicago, Milwaukee, St. Paul & Pacific Ralroad v. State of Illinois, 
decided January 13th of this year, it was considered that if an intra- 
state rate or fare was found by the Commission to be so low that it 
was not contributing its proper share of the revenue required by the 
railroads in the interest of adequate and efficient railroad transporta- 
tion, that rate or fare unjustly discriminated against interstate com- 
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merce and the Commission could enter an order requiring that it be 
increased. 

In the Milwaukee case, however, the Supreme Court held that intra- 
state commutation fares of the Milwaukee railroad, although they 
were not contributing the out-of-pocket costs of rendering that com- 
mutation service, could not be branded as being discrimin: story against 
interstate commerce unless the Commission examined the entire in- 
trastate operations of the railroad, freight and passenger. The com- 
mutation service, the rates for which were at issue, was ‘being operated 
at an out-of-pocket loss. The Interstate Commerce Commission said 
those rates were discriminating against interstate commerce; they 
were burdening interstate commerce; and the service was not providing 
its proper share of the revenue required in the interest of adequate 
and efficient. service. 

But the Supreme Court said notwithstanding the fact that the 
service was operated at a loss, a conclusion could not be reached that 
their revenue discriminated against interstate commerce unless the 
entire operations of the railroad in the St: ate of Illinois were examined. 

There are indications in the Court’s opinion that in not all cases 
would the Commission be required to look into the overall operations 
in a State before it could find that one rate created unjust discrimi- 
nation against interstate commerce. There is some hope that that 
decision might be confined to the factual situation which obtained in 
that partic ular case. But it cannot be questioned that the Milwaukee 
decision puts a cloud on interpretations of the words “unjust dis- 
crimination against interstate commerce” that have generally been 
accepted and acted upon by the Interstate Commerce Commission for 
almost 38 years. 

If there had been any doubt about that before last Monday, the 
doubt is now swept away, because on last Monday the Supreme Court 
handed down another decision in which it upset an orcer of the Inter- 
state Commerce Commission finding unjust discrimination against 
interstate commerce. This time it was a freight-rate case, and it 
upset existing concepts and said with respect. to the Milwaukee case: 

While a sweeping inquiry into the entire operations in Utah of the State 
passenger and freight services may not be reqiured, we believe that in the light 
of our opinion in the Milwaukee case the findings must reflect consideration of 
these factors in arriving at a general intrastate freight level. 

That means that before the Interstate Commerce Commission can 
now find a rate for a single service to be unjustly discriminatory 
against interstate commerce or to be a burden on interstate com- 
merce, it must take a look at the entire operations of the railroad 
involved in the State involved or of all the railroads in the State if, 
as in the Utah case, they are all involved. 

The practical effect is going to be to greatly impede the effectiveness 
of the Interstate Commerce Commission’s control over intrastate 
rates. 

We believe, therefore, that there must be an amendment to over- 
come the effect of the Milwaukee decision, and that amendment would 
simply relieve the Commission of the necessity of examining i 
operations in a State as a condition to finding that the rates for : 
given service result in unjust discrimination against interstate com- 
merce. 
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In other words, if your commutation service, we will say, is operated 
at an out-of-pocket loss and the Commission finds that that out-of- 
pocket loss is, let us say $500,000 a year, and that the traffic can 
justly and reasonably pay more, then the Commission would be per- 
mitted to find, as it has in the last 35 years, that there is a discrimi- 
nation against interstate commerce, and it would not have to look at 
the overall operations, freight and passenger, in the State. 

Mr. O’Hara. Mr. Kaier, may I interrupt you there? 

Mr. Karer. Yes, sir. 

Mr. O’Hara. Is this a case where we are asked to legislate on the 
other legislative body, the Supreme Court, again ¢ 

Mr. Kater. I am afraid that that is about what is amounts to, Mr. 
O'Hara. 

Now coming to the second suggestion that we have, with respect to 
the ICC’s power over intrastate rates, the Commission now has the 
power to pass upon intrastate rates without preliminary resort by the 

railroad or the shipper who may be complaining about them, to the 
State commission. That was quite definitely held by the Supreme 
Court in Florida v. United States in 282d United States Reports, page 
194. 

Mr. Macponatp. Do I understand correctly, sir, that you say the 
Interstate Commerce Commission can, without anyone approaching 
it, regulate intrastate rates ? 

Mr. Karer. I meant that without anyone going first to the State 
commission, the Interstate Commerce Commission has the power to 
inquire to see whether a State rate discriminates against interstate 
commerce, and if it does, to require that it be changed. 

Mr. Macponatp. But doesn’t the shipper or somebody have to ap- 
proach the Commission’ In other words, it becomes a court of first 
Jurisdiction. 

Mr. Karer. That is right. 

Mr. Macponarp. On intrastate rates. 

Mr. Kater. Yes; on intrastate rates, if there is a violation of section 

if there is a discrimination against interstate commerce by the 
State rate, or if the State rate creates undue prejudice to interstate 
commerce or localities. 

Mr. Macponap. But the words were merely “intrastate commerce.” 
It has to have, as I say, an effect on interstate commerce. 

Mr. Kater. Oh, yes. 

Mr. Macponarp. In other words, you are not saying that they could 
regulate purely local runs. 

Mr. Karer. No. They would have to hook it up to interstate com- 
merce. There would have to be this revenue burden on interstate 
commerce or a relationship of State and interstate rates which would 
hurt interstate shippers. 

Mr. Macponarp. Thank you, sir. 

Mr. Karer. Although the ICC has the power, therefore, in those 
circumstances, to act without preliminary resort to the State com- 
missions, it is very reluctant to exercise this power, because of the 
considerations of comity. The ICC, as a matter of policy, wants the 

railroads first to go to the State commissions and try to get relief there 
before it exercises the power which the Supreme Court says it has. 
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Sometimes it is urged that the Interstate Commerce Commisison 
should not entertain a petition relating to intrastate rates or fares 
until after the railroads have taken an appeal through the State 
courts or, in other cases, that such jurisdiction should not be assumed 
unless the 1 ‘ailroads bring forth before the State commission a certain 
kind of proof, usually proof as to intrastate costs, which is just about 
impossible to obtain. 

While the Commission has generally rejected contentions of this 
kind, it has shown a great reluct tance to exercise its powers over intra- 
state rates in the limited field that it has those powers unless the 
railroads go first to the State commisison. This takes time and 
imposes a drain upon much-needed carrier revenues. The railroads 
suggest, therefore, that an appropriate clause be added to section 13 
(4) which would require that the ICC act, in cases where unjust 
discrimination against interstate commerce is alleged, without regard 
to whether or not there has been preliminary resort to a State agency, 
and without regard to the pendency before a State agency of any 
proceeding relating to the offending rate or fare. This amendment 
would not confer a new power: “it would simply implement an 
existing one. 

The final amendment which the railroads suggest for this section 
is one which is closely related to that last discussed. It would enable 
the Interstate Commerce Commission to authorize railroads to 
change intrastate rates and fares at the same time as they authorize 

a general change in interstate rates or fares, in general freight rate or 
passenger fare cases. 

In presenting a case to the Interstate Commerce C ommission for a 
general increase in their freight rates (or passenger fares), which 
usually happens after there has been a wage increase, the railroads 
of the country, or of one of the large sections of the country—the 
East, South, or West—show the additional revenue that would be 
derived if the increased rates were applied to all traffic, State and 
interstate. There is no realistic way by which they could do other- 
wise. They also show their operating expenses, taxes, net railway 
operating income, and net income for the systems as a whole, not 
separ ated as between State and interstate. They show the cost of 
increased wages for all of their operations. They could not be shown 
in a realistic way in any other way, because the engineer on the train 
is pulling cars that move in intrastate traffic. Those cars were re- 
paired in car shops that repair them for use in interstate or intra- 
state commerce. ‘The general offices of the railroads do work on both 
kinds. So there can be no realistic apportionment of railroad costs 
as between State and interstate traffic except on purely arbitrary 
bases. 

The railroads, ever since there have been general freight rate in- 
crease rates before the Commission—and they go back to about 1910— 
have always shown their entire expenses, their entire revenues, the 
entire effect of the wage increase, and the entire effect of the rate 
increases which they propose. 

It has always been the Commission’s practice, therefore, to make its 
determination as to what rate increases are necessary by considering 
the additional revenue that will be produced by the application of the 
increased rates to the railroads’ entire business, State and interstate. 











242 RAILROAD PROBLEMS 


It finds out what the railroads’ rates of return are going to be on their 
entire operations. It finds out how much revenue the rate increases 
which they authorize or the rate reductions which they impose will 
amount to, overall. Then, after the ICC has made this determination, 
the railroads go to the 48 States and seek authority to make the s same 
rate increases on intrastate business as the ICC has allowed on inter- 
state. 

In large sections of the country, the railroads have met with great 
delay in ‘the disposition of these State « cases, and also have been unsuc- 
cessful in many States in getting permission to make the increases 
even after the ‘delay. In those investigations before the Interstate 
Commerce Commission, it is the practice of State commissions from 
many parts of the c ountry to participate actively so that they know all 
about, it, they have all the facts at their command from the interstate 
eee. 

I do not know that I am the one to lay before you the facts with re- 
spect to the effect on the railroads of the failure of the State ¢ ommis- 
sions to act or to act promptly, because generally speaking, in the 
East—and I am from the Pennsylvania Railroad—our commissions 
have been very cooperative in this respect. They respect the judg- 
ment of the Interstate Commerce Commission, and with few excep- 
tions they have permitted rate increases to go into effect on intrastate 
traffic at approximately the same time as the ICC has permitted them 
as to interstate traffic. There are some exceptions, but we have been 
much more fortunate in the East than the railroads in the South and 
West. 

Mr. Youncer. Mr. Chairman, if the gentleman would allow an 
interruption there, I would like to ask a question. 

Is that the same kind of testimony that Mr. Cousins just gave? 

Mr. Karer. Mr. Cousins’ testimony was to relate only to the service 
feature, sir, the taking off of trains, the abandoning of stations. This 
has to do with the rates. I do not know what the relative experience 
has been there on that other side. 

Mr. Youncer. Has the New Jersey commission given you the same 
cooperation in regard to rates that it gave in regard to service—which 
was lack of cooperation, according to “Mr. Cousins’ testimony ? 

Mr. Kater. Sometimes I have been happy that I have been handling 
the rates in New Jersey rather than the service. The New Jersey 
commission, Mr. Congressman, has been very cooperative on freight 
rates. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Karer. So far as commutation fares are concerned, it has been 
a little different story. We have had our troubles over there on that, 
but I am speaking right now about these broad general rate increase 
cases that are necessary to offset quick increases in costs: great big 
wage increases that cost hundreds of millions of dollars, and which, 
if they are not met pretty promptly, one day will bankrupt the rail- 
roads. On those the New Jersey commission has been cooperative. 

One of my friends from the South gave me a statement showing the 

experiences of his railroad in the postwar period in trying to effect 
rate increases before the southern State regulatory commission, and I 
think that I would like to offer this to the committee and suggest, if 
you think it well, that it go into your record. It shows the effective 
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date of increases permitted by the ICC after a long investigation, and 
then what happened in each of the States in which this railroad oper- 
ates, which were Alabama, Florida, Georgia, Kentucky, Louisiana, 
Mississippi, North Carolina, Tennessee, and Virginia, going back to 
the first case after the war, which is known as /'x parte 162. 

Mr. Hatz. What are you reading from now? 

Mr. Karer. I am reading from his exhibit, Mr. Congressman, which 
[could hand up if you would like to see it. 

Mr. Hate. You mean the exhibit offered yesterday ? 

Mr. Kater. No, sir; a new exhibit. 

Mr. Roserts. The Chair asks who prepared that exhibit. 

Mr. Karer. This was prepared by the L. & N. Railroad, sir. 

Mr. Roserrs. And you offer it in evidence ? 

Mr. Kater. I would like to offer it. 

Mr. Roserts. Without objection, it will be included in the record. 

Mr. Kater. Thank you, sir. 

(The exhibit referred to is as follows :) 
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Mr. Kairr. The total effect on this one railroad of the delays in 
granting increases similar to what the ICC found justified was $14.5 
million. 

Another very good example: There in the left-hand column you 
have each one of the cases. Some of the increases were interim in- 
creases, and then final increases, and he shows the loss, the number of 
days that they were without the increases. You see, there is one in 
Alabama, 632 days; and that one case cost, to that one railroad, 
$880,000. 

There in the third block from the top, the loss at that time to the 
L. & N. was $1,935,000 in one State in one case. The increased wages 
are being paid all the time, the money is being drained out of the 
treasury, but there is nothing to recoup it, so far as that State business 
isconcerned. 

Here is an example: This Supreme Court decision that was handed 
down last Monday in the Utah case related to an effort on the part of 
the Utah railroads to get the same increases in Utah as had been 
granted by the ICC in L'a parte 175. That Ee parte 175 decision, one 
of them, was in 1951 and another was in 1952; and here we are, a de- 
cision dated May 19, 1958, and the Utah railroads are still trying to 

t those increases. They had an order and the Supreme Court re- 
versed it and sent it back to the Commission for further proceedings. 
They have been paying that wage increase, and a lot of other wage 
increases now, for about 6 or 7 years, and on that segment of their 
traffic they have nothing to recoup it. 

T also have, from the L. & N., a statement showing the history of a 
case in Tennessee, steps taken to secure the /'e parte 175 increases on 
Tennessee intrastate traffic. It is a petition that was filed March 21, 
1951, and then this traces the various steps up to May 14, 1958, when 
the case was assigned for oral argument. 

There were proceedings in between, and there were some interim 
increases, but that case is still before the Tennessee commission. If I 
may have the privilege, I would like to offer this in evidence also. 

Mr. Roserts. Without objection, it will be included in the record. 

(The statement referred to is as follows :) 

Ee parte 175 increases on interstate traffic became effective: 
Interim 2 percent: April 4, 1951 
Interim 6 percent: August 26, 1951 
Final 15 percent: May 2, 1952 


” 


STEPS TAKEN TO SECURE “EX PARTE 175 INCREASES ON TENNESSEE INTRASTATE 
TRAFFIC 


March 21, 1951: Petition filed with Tennessee Commission for same increases 
on Tennessee intrastate traffic (docket R-3160). 

April 17, 1951: Hearing before Tennessee commission on Tennessee railroads’ 
petition. 

May 16, 1951: Tennessee roalroads’ brief filed with Tennessee commission, 
but no decision rendered. 

August 13, 1951: Supplemental and amended petition filed with Tennessee com- 
mission for 6 percent interim increases on Tennessee intrastate traffic (docket 
R-3160). 

September 13-14, 25-26, 1951: Hearing before Tennessee commission on rail- 
roads’ supplemental and amended petition for 6 percent interim increase on 
intrastate traffic. 

October 25, 1951: Brief for railroads filed in docket R-3160. 

February 8-14, 1952: Tennessee commission authorized 6 percent interim 
increases with numerous exceptions, i. e., agricultural limestone, fertilizer, clay, 
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coke, slag, brick, coal, phosphate rock, wood, road aggregates, and cement, to 
expire February 28, 1953. Authorized increases became effective on Tennessee 
intrastate traffic. 

April 15, 1952: Second supplemental and amended petition filed with Tennessee 
commission for 15 percent increases on intrastate traffic (docket R-3160). 

August 12, 1952: Hearing before Tennessee commission on carriers’ second sup- 
plemental and amended petition. 

September 18, 1952: Briefs filed by railroads in docket R-3160. 

January 23, 1953: Tennessee commission authorized 15 percent increase, ef- 
fective except on coal, brick, cement, clay, coke, fertilizer, agricultural lime- 
stone, phosphate rock, road aggregates, sand (except common), shale, slag, and 
wood (acid, chemical fuel, or pulp), to expire February 28, 1954. 

June 9, 1953: Petition under section 13 of Interstate Commerce Act filed with 
Interstate Commerce Commission for 2x parte 175 increases on commodities ex- 
cepted in Tennessee commission’s report of January 23, 1953. 

July 8, 1953: Interstate Commerce Commission ordered 13th section investi- 
gation pursuant to carriers’ petition of June 9, 1953, under docket 31307. 

December 22, 1953: Tennessee commission extended expiration date of previ- 
ously authorized increases to December 31, 1955. 

January 5-8, 1954: Hearing before ICC examiner in ICC Docket 31307. 

March 22, 1954: Briefs filed in docket 31307. 

October 1, 1954: ICC examiner’s proposed report issued in docket 31307, ree- 
ommending Tennessee intrastate rates on excepted commodities be increased by 
amounts of Hz parte 175 increases. 

December 6, 1954: Exceptions to examiner's report in docket 31307 filed by 
Tennessee commission and other protestants. 

January 4, 1955: Reply filed by carriers to protestants’ exceptions in docket 
31307. 

February 9, 1955: Oral argument before ICC in docket 31307. 

April 20, 1955: ICC issued its report and order in docket 31307, requiring in- 
creases under Ev parte 175 in Tennessee intrastate rates on excepted com- 
modities, but gave Tennessee commission 30 days within which to advise whether 
it would authorize increases. 

July 15, 1955: He parte 175 increases on excepted commodities became effee- 
tive, to expire December 31, 1955, which was then-existing expiration date on 
interstate Ex parte 175 increases. 

September 7, 1955: Tennessee railroads filed petition in Tennessee Commis- 
sion Docket R-3160 to make Ev Parte 175 increases permanent. 

November 30, 1955: Hearing before Tennessee Commission on carriers’ petition 
in Docket R-3160 to make Ex Parte 175 increases permanent. 

December 30, 1955: Tennessee Commission issued its order authorizing per- 
manent application of Ex Parte 175 increases except on fertilizer and fertilizer 
materials, road aggregates, brick and related articles and agricultural lime- 
stone. 

January 30, 1956: Petition filed with ICC in Docket 31307 for entry of an order 
giving effect to its discrimination findings as to commodities excepted from 
Tennessee Commission’s order of December 30, 1955. 

February 14, 1956: Protestants filed motion to dismiss carriers’ January 30, 
1956, petition. 

February 24, 1956: ICC issued its order in Docket 31307 requiring Ha Parte 
175 increases in Tennessee intrastate rates on excepted commodities, effective 
April 6, 1956. 

April 5, 1956: Tennessee Commission secured temporary restraining order in 
United States District Court at Nashville, Tenn., restraining taking effect of 
ICC’s order pending hearing on complaint to enjoin the order (Civil Action 
2174). 

July 9, 1956: Hearing before three-judge Federal court at Nashville (Civil 
Action 2174) and briefs filed. 

July 19, 1956: Three-judge Federal court enjoined ICC order in Docket 31307, 
holding plaintiffs (Tennessee Commission and other protestants) were entitled 
to a further hearing. 

September 18, 1956: ICC reopened Docket 31307 for further hearing, appeal 
from court’s decision being deemed inadvisable. 

January 16-17, 1957: Further hearing in ICC Docket 31807 held in Nashville, 
Tenn., before ICC Examiner. 

April 8, 1957: Briefs on further hearing filed. 
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November 6, 1957: Examiner’s proposed report on further hearing issued, 
recommending Hx Parte 175 increases be added to intrastate rates on excepted 
commodities. 

January 13, 1957: Exceptions to examiner’s proposed report on further hear- 
ing filed by protestants. 

March 10, 1958: Carriers’ reply to protestants’ exceptions filed. 

May 14, 1958: ICC assigned oral argument, which was later postponed 
because of pending readjustment of rates on three of the most important com- 
modities involved. There is hope matter may be settled. 

Mr. Kater. So it seems entirely reasonable to us that when a peti- 
tion is filed with the Interstate Commerce Commission for a general 
increase in freight rates, or when somebody wants a general reduction 
in freight rates, if they think they are too high—some of us wish we 
could have that kind of prosperity for a change; we have not had it 
for a while—it seems entirely reasonable, when the facts are the 
same, the wage increases are the same, the same men are performing 
the State as perform the interstate service, that the Interstate Com- 
merce Commission should, in our opinion, be given the power, when 
it authorizes interstate rate increases, to make a similar authorization 
as to the States if it finds that without those increases the States will 
not be paid their fair share of the revenues required for adequate and 
efficient service, and that therefore there would be a discrimination 
against interstate commerce. 

Mr. Roserts. Mr. Kaier, can you be with us this afternoon for a 
short time? 

Mr. Kater. Yes, I can, sir. I am finished, myself, now. If there 
are questions, I will be happy to return. 

Mr. Roserts. I think, in fairness to the members of the subcom- 
mittee, it would be preferable for you to return this afternoon. 

The subcommittee will stand recessed until 2:30 p. m., depending 
on the situation on the House floor. But I believe we shall be able 
to proceed at 2: 30 this afternoon. 

al heigl at 12:10 p. m., the subcommittee recessed, to recon- 
vene at 2:30 p. m.) 

AFTERNOON SESSION 


Mr. Roserts. The subcommittee will please come to order. 
The next witness will be Mr. Daniel P. Loomis, president, the Asso- 
ciation of American Railroads, Washington, D. C. 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS, WASHINGTON, D. C. 


Mr. Loomis. Mr. Chairman, for the record, my name is Daniel P. 
Loomis. I am president of the Association of American Railroads 
with headquarters at Washington, D. C. 

The association is a voluntar y, nonprofit organization whose mem- 
bership comprises railroads that operate more than 95 percent of the 
total mileage of all railroads in the United States and have gross 
revenues approximating 95 percent or more of the total gross reve- 
nues of all railroads in the United States. 

It will be my purpose to present a general statement with respect 
to each of the subjects covered by the notice of hearings, and I either 
have been preceded or will be followed by other witnesses who will 
discuss each subject in more detail. 
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Our general plan was to have a legal witness who could give de- 
tailed attention to each matter, followed by 1 or 2 practical witnesses 
on the subject matter in the present hearings. 

First, as to the Interstate Commerce Commission jurisdiction over, 
what was termed in the hearing notice, abandonment of serviee and 
intrastate rates, for the convenience of the committee I have had 
attracted to my statement an excerpt from the provisions of S. 3778 
dealing with the subject of jurisdiction of the Interstate Commerce 
Commission over intrastate rates and over discontinuance or change 
in the operation or service of trains, stations, or other facilities. 

In general, the part of this proposal dealing with rates would 
modify the terms of section 13 of the Interstate Commerce Act in 
such a way as to assure more prompt action on the part of the Inter: 
state Commerce Commission in the disposition of questions relating 
to intrastate rates and their effect on interstate commerce. Further, 
it would tend to make more effective the Commission’s jurisdiction in 
this field. 

The second part of the proposal would add a new section which 
would give jurisdiction to the Commission with respect to the discon- 
tinuance or change in whole or in part in the operation or service of 
any train or ferry engaged in the transportation of passengers or 
property in interstate, foreign and intrastate commerce or any of 
them, or of the operation or service of any station, depot, or other 
facility where passengers or property are received for transportation 
in interstate, foreign, and intrastate commerce or any of them. 

These changes in the law are essential to the continuance and main- 
tenance of a sound interstate railroad system and will be of material 
assistance in maintaining adequate service to the public at reasonable 
rates and charges. 

As to the construction reserve, I have attached to the statement a 
copy of the proposed amendment to the Interstate Commerce Act 
which we, the railroads, submitted to the staff of the Senate Surface 
Transportation Subcommittee for their study. That is the second 
document attached to the statement, headed “Proposed Amendment 
to Interstate Commerce Act.” 

Also, for the convenience of the committee, there is attached, next 
to this, an excerpt from S. 3778 which deals with the construction 
reserve program. 

There are certain important differences between the proposal sub- 
mitted to the staff of the Senate subcommittee and the provisions of 
S. 3778 which, I believe, have already been explained in Mr. Buland’s 
testimony. 

I do wish to state that this proposal is far more than just a matter 
of tax relief for the railroads. The plan would have specific bene- 
fits affecting the long-range operating efficiency of the railroad trans- 
portation system. Its general purpose is to encourage investment in 
capital facilities by providing funds which are now lacking by reason 
of inflation in price and inadequate depreciation reserves. 

The plan would benefit not only the railroads and the industries 
which supply railroad needs but also their employees through greater 
efficiency, more stable employment and lower costs, and thus would 
have a beneficial effect upon the entire rational economy. 
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This morning Congressman Macdonald raised the question as to 
whether the construction reserve proposal would be of any assistance 
to the roads that were now already in distress, particularly in the 
northern section of the country, and who did not have net income. 

Of course, it would not have any immediate benefit to those roads 
but I think all the matters that are before the House committee and 
the problems that were before the Senate committee and are incor- 
porated in the report of the Senate Surface Transportation Sub- 
committee can be divided into two general phases. 

First, on the Senate side, there was the proposal for a guaranty 
get up to assist the railroads which were already in distress and un- 
able to raise funds for capital expenditure. Then there is what you 
might term the long-range improvement setup for the operation of 
the railroad system, which included the construction reserve, the 

roposals with respect to Interstate Commerce Commission juris- 

iction, the proposals with respect to redefinition of private carriage, 
the freezing and slight rollback of the agricultural exemption, and 
the proposal with respect to competitive ratemaking. All of those 
matters, I think, have been discussed before the House at various 
times, and on the question of the roads in distress this committee 
held hearings on H. R. 11527 a few days ago, and the railroads ap- 
red in support of that bill and made certain recommendations for 
inclusion in the proposed bill. 

So that setup was intended to take care of the roads that are al- 
ready in the od and in distress. 

There was, further, the general proposition that an immediate dis- 
tress relief without long-range relief to the railroad system would 
be of little long-run benefit, and the railroads did not seek a tem- 

rary loan or a temporary guaranty unless they were to get some 
a relief that would improve their permanent situation. 

he question was also raised as to whether the construction reserve 
proposition should be properly before this committee or the Ways 
and Means Committee. 

I am not a parliamentary expert, but it had been the view of our 
counsel that, since this was in the form of an amendment to the Inter- 
state Commerce Act, this was the proper committee to bring the pro- 
posal to. I may say, however, that Mr. Gregory Prince, the vice presi- 
dent and general counsel of the association, testified before the Ways 
and Means Committee sometime ago—I could supply the exact date 
if it is desired—and during his testimony he outlined the construction 
reserve proposal and stated that we did intend to bring such a pro- 
posal before the House Committee on Interstate and Foreign Com- 
merce. 

So, at least the Ways and Means Committee has already been ad- 
vised of an outline of the proposal and the fact that we were going to 
discuss it here. But, as I say, I am not a parliamentary expert as to 
just where it does belong. However, that has been our thought. 

Mr. Roserts. Mr. Loomis, is it true it is proposed here to amend the 
Interstate Commerce Act with reference to the construction reserve 
fund, but in doing so you would as a matter of fact, amend section 
63 (a) of the Internal Revenue Code of 1954. 

Mr. Loomis. It certainly has an effect on the Internal Revenue Code. 

Mr. Roperrs. Not only affects it; it actually amends it. 
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Mr. Loomis. I think that is right. 

Mr. O’Hara. Mr. Chairman, I raised the question this morning, 
and I think some of my colleagues concurred with me, that we were 
probably running smack into a “question that would probably have to 
go at least tec hnically to the Ways and Means Committee. I certainly 
did not raise the point. to create any discord, but, rather, to face the 
practical situation which I thought this subcommittee should be aware 
of. 

Mr. Loomis. I simply wanted to explain why we had brought it 
here. 

As I say, am no expert on the parliamentary features of the House, 
but. I also wanted to explain that Mr. Prince had outlined it to the 
Ways and Means Committee, so that they already have some testimony 
on it and are familiar with it. 

Mr, O'Hara. I think, Mr. Loomis, it is also true that there is a 
feeling among the individuals on the subcommittee that it is certainly 
well for us to have the testimony pertaining to it, but I am still con- 
cerned that we may have to refer that part of it to the Ways and 
Means Committee. 

Mr. Roserts. Certainly we can find out, through proper inquiry, 
further about it, and it is entirely possible that we could work with 
the Ways and Means Committee on a problem of this kind. 

Mr. Loomis. I was going to say it may be a matter in which both 
committees have some concern. 

Mr. Roserrs. How much more do you have in your statement, Mr. 
Loomis ? 

Mr. Loomis. I would think it might take 10 or 15 minutes. If you 
have a call, I can come back in the morning. 

Mr. Rosertrs. Would it be convenient for you to be here in the 
morning ? 

Mr. Loomis. Yes, perfectly. 

Mr. Roserts. There is a gentleman here from Chicago who says 
that he simply has to get back this afternoon. 

The CuatrmMan. That is Mr. Marsh, is it, or Mr. Williams? 

Mr. Roserts. Mr. Williams. 

The CuarrmMan. Suppose then we do this: We will take you again 
in the morning, Mr. Loomis, and after we answer this quorum call we 
will come back and take Mr. Williams, and he will be the last witness 
of the afternoon. 

Mr. Roserts. And, if there is time, would you permit me to ask 
Mr. Loomis a few questions this afternoon? I might not be able to 
be with you in the morning. 

The Caairman. So you would be back with us after the quorum 
call for some questions ? 

Mr. Loomis. That will be fine. 

Mr. Roserts. The committee will adjourn until 3: 15. 

(A brief recess was taken. ) 

The Cuarrman. The committee will come to order. 

Mr. Loomis, you may resume where you left off when we were 
interrupted. 

Mr. Loomis. I had one further comment to make with respect to the 
construction reserve and the question that was raised this morning. 
that it could be used for both replacements or additions with particu- 
lar respect to equipment. 
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That, of course, is true. During the past couple of years, ending 
with last fall, the railroads had increased their freight- -car net by 
about 50,000 cars. The railroads had embarked on what they hoped 
would be a 5-year program that would bring about a total increase 
in cars of about 125,000, or an average of 25 000 a year. 

During the first 9 years they were just about on the nose on that 
program, but with the recession and the need for conserv ation of cash, 
even with the stronger roads not having the reserves, the orders for 
freight cars have fallen off ver y badly, and, of course, we are falling 
way behind in keeping up the goal that we ext ablished and had hoped 
to carry out, of bringing about that increase in the freight-car fleet. 

‘A construction reserve, had it been in effect during the last 4 or 5 
years, would have enabled Jong-range planning and ordering that 
would have gone far toward accomplishing the goal of increasing the 
freight-car fleet. 

Turning now to the matter of competitive rates, in the hearings 
before the Senate Surface Transportation Subcommittee during these 
ast months the railroads advocated the adoption of H. R. 5 5593 and 

.R.5524. This committee is thoroughly familiar with those bills and 
conducted hearings on them during 1957, and no further comments 
on my part would appear to be necessary. 

For the convenience of the committee, there is attached to my state- 
ment, as the last document, an excerpt from S. 3778 setting forth the 
provision that is contained in that bill with respect to the subject of 
competitive rates. That provision is based on the interpretation of the 
Interstate Commerce Commission in New Automobiles in Interstate 
Commerce. That was 259 I. C. C. 475, decided in 1945, and the Senate 
committee, in its report, commented on that decision and on its desire 


to restore that rule of ratemaking, as follows: 


The subcommittee wishes to affirm the interpretation of the Commission 
given in the Automobile case epitomized in the words quoted above. The sub- 
committee therefore believes it necessary to amend the act only so as, in effect, 
to admonish the Commission to be consistent in following the policy enunciated 
in the Automobile case thus assuring reasonable freedom in the making of com- 
petitive rates. 

While we still favor the proposals in H. R. 5523 and 5524, suffice 
it for me to say that the railroads support the proposed legislation con- 
tained in S. 3778. Other witnesses will follow me who will explain in 
greater detail the position of the railroads in this connection. 

In closing this part of my statement I merely want to emphasize that, 
while the provisions contained in 8. 3778 do not in certain respects go 
as far as we would like to see them, nevertheless they are certainly help- 
ful and are fair and just, and should be adopted by ‘the Congress. And 

just, 
in making this statement I speak for the entire railroad industry as 
represented by the Association of American Railroads. 

(Documents previously referred to follow :) 


ABANDONMENT OF SERVICE AND INTRASTATE RATES 


Sec. 2. Section 1 of the Interstate Commerce Act, as amended, is amended (1) 
by inserting in subparagraph (a) of paragraph (2) thereof, after the word 
“aforesaid” and before the semicolon following that word, the words “except as 
otherwise provided in this part’ and (2) by striking out the period at the end 
of the proviso in subparagraph (a) of paragraph (17) thereof and inserting in 
lieu thereof the following “and except as otherwise provided in this part.” 

Sec. 3. (a) The first sentence of paragraph (4) of section 13 of the Inter- 
state Commerce Act, as amended, is amended to read as follows: 
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“(4) Whenever in any such investigation the Commission, after full hearing, 
finds that any such rate, fare, charge, classification, regulation, or practice 
causes any undue or unreasonable advantage, preference, or prejudice as be 
tween persons or localities in intrastate commerce on the one hand and inter. 
State or foreign commerce on the other hand, or any undue, unreasonable, or un- 
just discrimination against, or undue burden on, interstate or foreign com. 
merce (which the Commission may find without considering in totality the op. 
erations or results thereof of any carrier, or group or groups of carriers wholly 
within any State), which is hereby forbidden and declared to be unlawful, it shal] 
prescribe the rate, fare, or charge, or the maximum or minimum, or maximum 
and minimum, thereafter to be charged, and the classification, regulation, or 
practice thereafter to be observed, in such manner as, in its judgment, will re 
move such advantage, preference, prejudice, discrimination, or burden: Pro. 
vided, That upon the filing of any petition authorized by the provisions of para- 
graph (3) hereof to be filed by the carrier concerned, the Commission shall 
forthwith institute an investigation as aforesaid into the lawfulness of such 
rate, fare, charge, classification, regulation, or practice (whether or not thereto 
fore considered by any State agency or authority and without regard to the 
pendency before any State agency or authority of any proceeding relating 
thereto) and shall give special expedition to the hearing and decision therein,” 

(b) Section 13 of the Interstate Commerce Act, as amended, is amended by 
inserting after paragraph (4) thereof a new paragraph (5) as follows: 

“(5) In any proceeding before the Commission involving an investigation of 
or authorization or permission for a general adjustment in rates, fares, or 
charges, or any of them, of carriers subject to this part for the transportation 
of property or passengers, or both, in interstate commerce throughout, or sub- 
stantially throughout, the United States, or one or more of the three major rate 
classification territories thereof (Official, Western or Southern), any such car- 
rier or carriers parties thereto may by petition seek authority or permission of 
the Commission for a comparable adjustment of rates, fares, or charges for the 
transportation of like property or passengers wholly within an individual State 
or individual States. If, in such proceeding, the Commission finds (as it is 
hereby authorized to do) that authorizing or permitting an adjustment in in- 
terstate rates, fares, or charges without authorizing or permitting a comparable 
adjustment in intrastate rates, fares, or charges would cause, or create a cir- 
cumstance of, advantage, preference, prejudice, discrimination or burden de 
clared in paragraph (4) of this section to be unlawful, the Commission shall, in- 
cident to any adjustment it may authorize or permit in such interstate rates, 
fares, or charges, authorize or permit a comparable adjustment in such intra- 
state rates, fares, or charges. Pursuant to such authorization the said carrier 
or carriers, upon making any adjustment so authorized or permitted by the Com- 
mission in such interstate rates, fares, or charges may without further authority 
make a comparable adjustment in such intrastate rates, fares, or charges, and 
adjustments so made in intrastate rates, fares, or charges shall be observed 
while continued in effect by the said carrier or carriers, the law of any State or 
the decision or order of any State authority to the contrary notwithstanding.” 

Src. 4. The Interstate Commerce Act, as amended, is amended by inserting 
after section 13 thereof a new section 13a as follows: 

“Sec. 13a. A carrier or carriers subject to this part, if their rights with re 
spect to the discontinuance or change, in whole or in part, of the operation or 
service of any train or ferry engaged in the transportation of passengers or 
property in interstate, foreign and intrastate commerce, or any of them, or of 
the operation or service of any station, depot or other facility where passengers 
or property are received for transportation in interstate, foreign and intrastate 
commerce, or any of them, are subject to any provision of the constitution or 
statutes of any State or any regulation or order of (or are the subject of any 
proceeding pending before) any court or an administrative or regulatory agency 
of any State, may, but shall not be required to, file with the Commission, mail 
to the Governor of each State in which such train, ferry, station, depot or other 
facility is operated, and post in every station, depot or other facility directly 
affected thereby, notice at least thirty days in advance of any such proposed dis- 
continuance or change. The carrier or carriers filing such notice may discontinue 
or change any such operation or service pursuant to such notice except as 
otherwise ordered by the Commission pursuant to this section, the laws or con- 
stitution of any State, or the decision or order of, or the pendency of any pro 
ceeding before, any court or State authority to the contrary notwithstanding. 
Upon the filing of such notice the Commission shall have authority during said 
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thirty days’ notice period, either upon complaint or upon its own initiative with- 
out complaint, to enter upon an investigation of the proposed discontinuance 
or change. Upon the institution of such investigation, the Commission, by order 
served upon the carrier or carriers affected thereby at least ten days prior to the 
day on which such discontinuance or change would otherwise become effective, 
may require such train, ferry, station, depot or other facility to be continued in 
operation or service, in whole or in part, pending hearing and decision in such 
investigation, but not for a longer period than four months beyond the date when 
such discontinuance or change would otherwise have become effective. If, after 
hearing in such investigation, whether concluded before or after such discon- 
tinuance or change has become effective, the Commission finds that the operation 
or service of such train, ferry, station, depot or other facility is required by 
public convenience and necessity and that such operation or service will not 
result in a net loss therefrom to the carrier or carriers and will not otherwise 
unduly burden interstate or foreign commerce, the Commission may by order 
require the continuance or restoration of operation or service of such train, ferry, 
station, depot or other facility, in whole or in part, for a period not to exceed 
one year from the date of such order. The provisions of this section shall not 
supersede the laws of any State or the orders or regulations of any administrative 
or regulatory body of any State applicable to such discontinuance or change 
unless notice as in this section provided is filed with the Commission. On the 
expiration of an order by the Commission after such investigation requiring the 
continuance or restoration of operation or service, the jurisdiction of any State 
as to such discontinuance or change shall no longer be superseded unless the 
procedure provided by this section shall again be invoked by the carrier or 
carriers.” 


ProposeD AMENDMENT TO INTERSTATE COMMERCE ACT 
(A—September 11, 1957) 


(a) It is hereby declared to be the general policy of Congress to promote and 
encourage, in the interest of national defense and public welfare, the construc- 
tion, reconstruction, reconditioning, or acquisition of equipment and other 
property used in the transportation business by railroad corporations, and the 
retirement (in whole or in part) of debt incurred for such purposes after the 
effective date hereof. It is the purpose of this Act to provide implementation 
of this general policy through the establishment by any railroad corporation 
subject to part I of the Interstate Commerce Act of a construction-reserve fund, 
with the privileges and subject to the limitations herein prescribed. Such con- 
struction-reserve fund shall be established, maintained, expended, and used in 
accordance with the provisions of this section and rules or regulations to be 
prescribed jointly by the Interstate Commerce Commission and the Secretary 
of the Treasury. Such fund shall be maintained in a separate cash deposit, or 
in obligations of the United States or any agency thereof. 

(b) In computing the taxable income under section 63 (a) of the Internal 
Revenue Code of 1954 of any railroad corporation subject to part I of this Act 
there shall be allowed as a deduction, in addition to the deductions specified in 
that code, all amounts deposited in the said construction-reserve fund prior to 
the filing of the income-tax return of such railroad corporation for such taxable 
year. 

(c) In computing the gross income under sectf®n 61 (a) of the Internal 
Revenue Code of 1954 of any railroad corporation subject to part I of this Act 
there shall be included all amounts withdrawn from the said construction- 
reserve fund for purposes other than those specified in subsection (a) of this 
section: Provided, That any amount deposited in the reserve fund which shall 
be permitted to remain in such fund for five years after having been deposited 
therein shall be considered to have been so withdrawn from such fund on the 
first day following the expiration of such five-year period. Such amounts shall 
be subject to tax at the rate or rates and shall be subject to the provisions 
of the Internal Revenue Code applicable to the year in which such amounts 
were deducted under subparagraph (b) of this section (including the interest 
provisions of such code, as if a tax deficiency for such year, whether or not a 
tax deficiency would exist for such year otherwise). For the purpose of this 
section, any amounts expended or withdrawn from the reserve fund shall be 
applied against amounts deposited therein in the order of the deposits. 
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(d) The basis for determining gain or loss and for depreciation, for the pur. 
poses of Federal taxes, of any property constructed, reconstructed, recondi- 
tioned, or acquired by the taxpayer, in whole or in part, out of the construction. 
reserve fund, shall be reduced by that portion of the deposits in the fund ex. 
pended in the construction, reconstruction, reconditioning, or acquisition of such 
property, or expended to retire debt incurred for such purposes after the effec. 
tive date thereof: Provided, That no expenditures shall be made from such 
fund for such purposes in excess of the then adjusted basis of the property to 
which such indebtedness relates. 

(e) As used herein, qualifying expenditures shall include only expenditures 
which are chargeable to the accounts prescribed by the Interstate Commerce 
Commission to show the investment of a railroad corporation in property devoted 
to transportation service. 


September 11, 1957. 


CONSTRUCTION RESERVE 


Sec. 7. The Interstate Commerce Act, as amended, is amended by inserting 
after section 25 thereof a new section 25a as follows: 

“Sec. 25a. (1) It is hereby declared to be the general policy of the Congress 
to promote and encourage, in the interest of national defense and public welfare, 
the construction, reconstruction, reconditioning, or acquisition of equipment 
and other property used in the transportation business by common carriers 
subject to the Interstate Commerce Act, and the retirement (in whole or in 
part) of debt incurred, after the effective date of this section, for such purposes, 
It is the purpose of this section to provide implementation of this general 
policy through the establishment by any such carrier of a construction-reserve 
fund, with the privileges and subject to the limitations herein prescribed. Such 
construction-reserve fund shall be established, maintained, expended, and used 
in accordance with the provisions of this section and rules or regulations to be 
prescribed by the Interstate Commerce Commission and the Secretary of the 
Treasury. Such fund shall be maintained in a separate cash deposit or in 
obligations of the United States or any agency thereof. 

“(2) All earnings of the fund shall be deposited in the fund. Such earnings 
may be withdrawn by the carrier only for expenditures for the purposes estab- 
lished in paragraph (1) of this section. If such earnings are not expended 
for such purposes within five years from the date of deposit in the fund, 8 
per centum of such earnings shall be paid to the United States as a tax, in lieu 
of any other tax which may be applicable to such earnings. 

“(3) In computing the taxable income under section 63 (a) of the Internal 
Revenue Code of 1954, as amended, of any common carrier subject to this Act 
there shal! be allowed as a deduction, in addition to the deductions specified 
in that code, the amounts deposited in the said construction-reserve fund prior 
to the filing of the income-tax return of such common carrier for such taxable 
year, without limitation except that the deduction allowed pursuant to this 
section shall not exceed in any one year an amount equal to the depreciation 
recorded in the operating expense accounts for such year under the provisions 
of the uniform system of accounts prescribed by the Interstate Commerce 
Commission. 

“(4) In computing the gross income under section 61 (a) of the Internal 
Revenue Code of 1954, as amended, of any common carrier subject to this Act 
there shall be included all amounts withdrawn during the taxable year from 
the said construction-reserve fund for purposes other than those specified in 
paragraph (1) of this section: Provided, That any amount deposited in the 
reserve fund which shall be permitted to remain in such fund for five years 
after having been deposited therein shall be considered to have been so with- 
drawn from such fund on the first day following the expiration of such five-year 
period. Such amounts shall be subject to tax at the rate or rates and shall be 
subject to the provisions of the Internal Revenue Code of 1954, as amended, 
applicable to the year in which such amounts were deducted under paragraph 
(3) of this section (including the interest provisions of such code, as amended, 
as if a tax deficiency for such year, whether or not a tax deficiency would 
exist for such year otherwise). For the purpose of this section, any amounts 
expended or withdrawn from the reserve fund shall be applied against 
amounts deposited therein in order of the deposits. 
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“(5) The regulations prescribed by the Interstate Commerce Commission and 
the Secretary of the Treasury, pursuant to paragraph (1) hereof, shall provide 
that no amounts may be withdrawn from the construction-reserve fund except 
(a) for the uses prescribed in paragraph (1) hereof or (b) upon payment to 
the Secretary of the Treasury of the tax deficiency arising thereon under 
paragraph (4) hereof. 

“(6) Amounts on deposit in a construction-reserve fund shall not be consid- 
ered an accumulation of earnings and profits for the purposes of part I, sub- 
chapter G, chapter I, of the Internal Revenue Code of 1954, as amended. 

“(7) The basis for determining gain or loss and for depreciation, for the pur- 
poses of Federal taxes, of any property constructed, reconstructed, recondi- 
tioned, or acquired by the taxpayer, in whole or in part, out of the construction- 
reserve fund, shall be reduced by that portion of the deposits in the fund 
expended in the construction, reconstruction, reconditioning, or acquisition of 
such property, or expended to retire debt incurred for such purposes after the 
effective date hereof: Provided, That no expenditures shall be made from such 
fund for such purposes in excess of the then adjusted basis of the property to 
which such indebtedness relates. 

“(8) Qualifying expenditures under this section shall include only expendi- 
tures which are chargeable to the accounts prescribed and approved by the 
Interstate Commerce Commission to show the investment of a common carrier 
subject to this Act in property devoted to transportation service.” 


COMPETITIVE RATES 


Sec. 5. Section 15a of the Interstate Commerce Act, as amended, is amended 
by inserting after paragraph (2) thereof a new paragraph (3) as follows: 

“(3) In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a rail rate is lower than a reason- 
able minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode.” 

Mr. Loomis. On Monday the committee heard testimony from Mr. 
Leighty, the chairman of the Railway Labor Executives Association. 
It will not be my purpose to answer Mr. Leighty in any detail. 

At the hearings of this committee on H. R. 11527 I put in the record 
various statistics for the first quarter of 1958, and with respect to 
carloadings for the first 4 months of 1958, showing a decrease in 
April of 21.9 percent in car loadings. Last week the decrease in car 
loadings, in 1958 contrasted with the corresponding week in 1957, was 
more than 26 percent as compared with the 21.9 in April. So it has 
been getting progressively worse, and so far there is no sign of im- 
provement. 

Furthermore, Mr. Leighty presented various figures for past years. 
I think Mr. Freas already covered this subject with respect to current 
conditions, but during the first quarter of 1958 there were 41 class I 
railroads reporting a deficit. That included such roads as the Boston 
& Maine; New York, New Haven & Hartford; the Lackawanna; the 
Erie; the Lehigh Valley; the New York Central; the Central Rail- 
road of New Jersey; the Pennsylvania; the Chicago & Northwestern; 
and the Milwaukee. 

I do want to comment and just say one more thing about Mr. 
Leighty’s statement before making a detailed comment on one of his 
exhibits. 

If the Government ever desires to go into a full-scale investigation 
of labor practices and labor schedules in the railroad industry, the 
railroads would be most happy to have such an investigation and to 
cooperate in it. 

But it should be a thorough investigation with plenty of time de- 
voted to it so that we do not have the ordinary 30-day proceeding of 
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a Presidential emergency board where full attention cannot be given 
to all of the ramifications of the practices and schedules that obtain 
in the industry. 

Exhibit No. 11, filed by Mr. Leighty on May 19, showed a “rate of 
return” for all railways i in the United States for the years 1921 to 
1956, based on the ratio of railroad net income to railroad capital stock 
outstanding i in the hands of the public. The exhibit showed rates of 
return, thus computed, ranging between 5.3 percent and 13.5 percent 
in 1921-30; from deficits to a return of 3.5 percent in 1931-40; from 
4.8 percent to 14.3 percent in 1941-50; and from 10.8 percent to 14.1 
percent in 1951-56. 

These so-called rates of return are misleading and improper for a 
number of reasons. In the first place, the capital stock shown in each 
year excludes all stock held by railway companies whereas the re- 
Sate net income includes income arising from such stock holdin 

ecause of the resulting duplication in income as related to stock, the 
ratios shown as rates of return are about one-third higher than they 
would have been if based on total stock including that held by other 
railways. 

To take a specific example, the Pennsylvania holds a substantial in- 
terest in Norfolk & Western, but in Mr. Leighty’s computation all of 
the Norfolk & Western stock held by the Pennsylvania has been 
excluded. However, the income received by the Pennsylvania in divi- 
dends on the Norfolk & Western stock has been included in the 
Pennsylvania’s income. 

So you have a proposition where if one railroad owns any stock in 
another railroad that has been excluded from the computation of stock 
in Mr. Leighty’s exhibit, but the income received has been included 
in the income figure. That completely distorts the picture that he 
attempts to paint. 

In the second place, and of even greater significance, the calcula- 
tion of a return on stock alone omits from the base the corpor ate sur- 
plus which represents stockholders’ equity just as much as does the 
stated value of the stock alone. 

In order to finance their improvement programs, railroads have 
found it necessary to retain from 50 to 60 percent of their net earnings 
for reinvestment in transportation property. The stockholders are 
just as much entitled to a return on such retained earnings as if the 
funds had been paid out in dividends and invested in additional stock. 

With the inability of the railroads to finance through the sale of 


equity securities it has been necessary to make the necessary additions 
and betterments by plowing back earnings in the property. But Mr. 
Leighty’s figures e no recognition w hatsoever to the earnings that 


have been plowed back into the property. 
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Railroad net income, in relationship to stockholders’ equity, aver- 
aged only 5.3 percent in 1956 and only 4.4 percent in 1957. 

A more significant measure of railroad earnings is the rate of return 
on net investment—the ratio of net railway operating income, before 
fixed charges and before adding nonoperating income, to investment 
jn transportation property less depreciation. 

The Interstate Commerce Commission has recognized that rates of 
return so calculated are within one-quarter to one-half of a percentage 
point of those derived by applying net railway operating income to 
the Commission’s own valuation of such property. In this connec- 
tion, the Commission said, in its report of April 11, 1952, in La parte 
175 (284 1. C. C. 589) : 

Judged by any standard shown of record, the rates of return earned or pros- 
pectively to be earned by the railroads by the districts and regions specified in 
our former reports in this case, are substandard. 

The rates of return computed on the basis of net investment in 
transportation facilities, 1947 to 1957, follow: 1947, 3.44 percent; 1948, 
4.31 percent; 1949, 2.88 percent; 1950, 4.28 percent; 1951, 3.76 percent; 
1952, 4.16 percent; 1953, 4.19 percent; 1954, 3.28 percent; 1955, 4.22 
percent; 1956, 3.95 percent; 1957, 3.35 percent; year ended March 31, 
1958, 2.88 percent. 

There is attached the following: (1) Chart comparing return on 
net assets of various industries; (2) table summarizing returns on net 
assets of industrial groups, 1947 to 1957. 

The substandard level of railroad earnings stands out clearly when 
comparison is made with those of other industries. Such a compari- 
son 1s made annually by the First National City Bank of New York 
which publishes in its letter on business and economic conditions in 


April each year the return on book net assets of leading corporations 
in the United States. With respect to the basis used for computing 
rates of return, the bank says: 


For comparing earnings in all lines of business the only common denominator 
is return on capital. In our tabulation we use the total of “equity capital,” 
also spoken of as “book net assets” or “net worth” or “capital and surplus.” 
Rates of return should be adequate to generate from within or attract from with- 
out the new capital needed constantly for replacement and growth. 

That is from the April 1958 letter, page 47. 

In the list of corporate groups for which the First National City 
Bank of New York computes return on net assets, the railroads have 
consistently been near the bottom. Among 73 such groups listed in 
1956 and 1957 only 2 showed returns lower than that of the railroads. 

And the next page sets forth the statement from the bank letter. 

The last page contains a comparison of the ratio of net income of 
the class I railroads to the net assets of leading corporations by classes. 

I would ask that that be incorporated into the record. 

The Cuatrrman. Without objection, it will be included. 
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(The material referred to follows :) 


Table 11 


RATE OF RETURN ON WET ASSETS — LEADING CORPORATIONS 
Colendor Yeor 1957 


1. Drugs and medicines 

2. Aireraft and parte 

3. Other business services 
4. Soap, eet etc. 


Chain stores - food 

Other mining, quarrying 

Glass products 

nen Resente goods, ete. 


Chemical products 
Electrical equipment, radio and television 
ree products and refining 


TOTAL wSENS, SERVICES, BIC. 


. Nres, rubber products 
Shipping 
Dairy products 
Automobile p 


Other food products 
Other metal producte 
Mail order 
TOTAL TRADE 
Paper and allied produsts 
+ Shoes, leather, etc. 
GRAND TOTAL 
. ae wood products 


° Railway cquiguent 
Wholesale and miscellaneous 


+ Department and specialty 


° Blectric pouer, as, ete. 

- Nonferrous netals 

+ TOTAL MINING, QUARRYING 

- Building, oe Plumbing, equipment 


° Restaurant and hotel 
Miscellaneous manufacturing 
Coal mining 

+ Chain stores - variety, etc. 


. Telephone and telegraph 


Sugar 
+ Real estate 
Metal mining 
. Brewing 
TOTAL FINANCE 


Agricultural implements 
om and apparel 
ewent 


. Textile products 

. air transport 
Traction and bus 
TOTAL TRANSPORTATION 
+ Investaent trusts 


Gewese First Mationa) City Bank of Hew York. 
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Ratio of net income to net assets of leading corporations, 1947 to 1957 
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1 Oil and gas group excluded beginning with the year 1950. 


NoTEe.—Net income is taken as reported, after depreciation, interest, taxes, and other charges and reserves, 
but before dividends. Net assets include book value of outstanding preferred and common stock and 
surplus account at beginning of each year. 


Source: The First National City Bank of New York. 


Mr. Loomis. I think, Mr. Chairman, that completes my statement. 

The CuarrMaNn. We are being interrupted again. I guess there 
is hardly any use to continue. 

Mr. Williams, may I inquire of you about your statement? How 
much of a statement do you have? 

Mr. R. Arruur WituiaMs (chairman, Railway Progress Institute). 
Sir, I will be very happy to come in tomorrow. 

The Cuamman. You can be here tomorrow ¢ 

Mr. Witu1aMs. I can adjust my time to your convenience. 

The CHairman. Apparently it is useless to try to continue the 
hearing this afternoon as long as that situation exists on the floor 
of the House. 

In view of that fact, the committee will adjourn until 10 o’clock 
in the morning. 

I suppose, since Mr. Williams can be here in the morning, the 
appropriate thing to do is to proceed with your testimony, Mr. 
Loomis, until the members have had an opportunity to ask you such 
questions as they desire. 

With that understanding, the committee will adjourn. 

(Whereupon, at 3:40 p. m., the committee adjourned, to reconvene 
at 10 p. m., Thursday, May 22, 1958.) 
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THURSDAY, MAY 22, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForerIGN COMMERCE, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D.C. 
The subcommittee met at 10 a. m., pursuant to recess, in room 
1334, House Office Building, Hon. Kenneth A. Roberts presiding. 
Mr. Rozerts. The subcommittee will please come to order. 
Mr. Loomis, I believe you had finished your statement yester- 
day. 


STATEMENT OF DANIEL P. LOOMIS, PRESIDENT, ASSOCIATION OF 
AMERICAN RAILROADS—Resumed 


Mr. Loomis. I might add this, Mr. Chairman: Congressman 
Younger referred to the hearings before the Committee on Gov- 
ernment Operations on the amortization nbs a 


I find that on July 11, 1955, Dr. Flemming, who was then Di- 
rector of the Office of Defense Mobilization, testified as to the freight- 
car supply. 

It appears on page 5 that Dr. Flemming testified that he had been 
advised by Mr. Faricy, who was then president of the Association 
of American Railroads, that the railroads were placing orders for 
44,000 freight cars. __ ‘ 

Dr, Flemming testified that that would still leave the program 
about 60,000 cars short, assuming that these 44,000 cars were ordered. 

Now, to look at what actually happened in the last 6 months of 
1955, the railroads actually placed orders for 132,473 cars, so that 
they exceeded the goal of 104,000 that Dr. Flemming had referred 
to in his testimony before the Committee on Government Operations. 

Mr. Roserrs. I believe in yesterday’s Wall Street Journal there 
were several news articles on the statements by railroads. One re- 
ferred to Nickel Plate and said carloadings were picking up. It re- 
ferred to the Southern, that Southern was weathering the recession 
well, and a statement by the Wabash that business was looking 
up. 

Now, what I would like to know is this: Do you consider these 
statements are representative of all railroads, or are they more or 
less optimistic comments to stockholders, whereas the railroad situa- 
tion continues critical ? 

Mr. Loomis. Well, I could not say they were typical of the in- 
dustry. 
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You will recall that I stated yesterday that the carloading last week 
showed a decline of 26 percent under the corresponding week of 1957, 
That is the worst week we have had so far. 

In April, as I put in the record at the time of the hearings on H. R, 
11527, the carloadings for April had shown a decline of 21.9, but a 
week ago the decline was just about 26 percent, a fraction over 26 
percent. 

Mr. Roserts. Is it usually true that the spring brings an upturn 
in the railroad industry as it does in some other industries? 

Mr. Loomis. There is generally some upswing, particularly with the 
grain harvest started, and with the movement of ore beginning gen- 
erally in April or about that time. 

Traditionally the peak has come in the fall. Of course, the fall of 
1957 instead of a peak we had a very sharp dip. 

But traditionally the peak business has been during the period of 
about October and November. 

Mr. Roserts. In your opinion, do you think that the chance for the 
usual spring upturn has pretty well run its course, or what is the 
situation at the present time ? 

Mr. Loomis. There has not been any appearance of it yet as com- 
pared to a year ago. I believe the actual carloadings last week in 
number were somewhat greater than they were the previous week. 

But when you compare it with the same week in 1957, you still had 
a 26-percent decline. 

Mr. Roserts. Is it your opinion that the present slump in the auto- 
mobile industry, which also, of course, has had its effect in the steel 
capacity, has something to do with this present situation ? 

Mr. Loomis. I think so. Almost everything has something to do 
with the present situation—automobiles, steel, all sorts of manufac- 
ture. 

Mr. Roserts. The slower starts in the building construction indus- 
try as compared to last year has had something to do with it? 

Mr. Loomis. Yes, and ore has started out very slowly so far this 

year. 
. Mr. Roserts. Mr. Loomis, you and the other witnesses speaking for 
the TAA, have proposed certain language changes to section 13 of the 
Interstate Commerce Act relating to the ICC procedures regarding 
the intrastate rates and regarding the abandonment of passenger 
train service and facilities. 

As you are, of course, aware, your proposals are at variance with 
those by Dr. Baker, speaking for TAA. Dr. Baker indicated that the 
proposals had gone before the TAA panels. 

Do I understand that while you advocate your own language, you 
would favor the TAA language as a substitute ? 

Mr. Loomis. No; I think the explanation for that is that, since the 
TAA acted, the situation has changed. On the opening day of the 
hearings on the Senate side, which was January 13, I, myself, testi- 
fied somewhat along the lines of the proposal of Dr, Baker. How- 
ever, that afternoon the decision of the United States Supreme Court 
in the Milwaukee case was handed down and it changed the whole 
complex, so that it forced us into a revision of our thinking and re- 
sulted in a change in the proposal that took considerable study of the 
effects of the Milwaukee case, and the TAA has never had an oppor- 
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tunity, as such, to consider the effects of the Milwaukee case, and par- 
ticularly the effects of the Utah case, just decided, on this case, a de- 
cision handed down by the Supreme Court on Monday, I believe, 
which Mr. Kaier testified about yesterday. 

Mr. Roserts. Speaking for the Chair, I believe I am fairly fa- 
miliar with the decision in the Milwaukee case. Will you comment 
on the Utah case ? 

Mr. Loomis. I will, to the best of my ability, but it has to be general, 
because I have not studied it. 

Mr. Hate. I think all the committee would like to know just what 
the facts of that case were and what the Court decided. 

Mr. Loomis. As I understand it, Mr. Congressman, and as I said, I 
will have to explain it in a general way, because I have not had an 
opportunity to study it in a detailed way. The railroads had before 
the Interstate Commerce Commission a general-revenue case, L'a parte 
175, in which they were asking for a general increase in all rates. 

The Commission granted a specific increase in the freight rates, but 
when it came to the intrastate rates in Utah, the Utah commission 
did not grant an increase in intrastate rates corresponding to the in- 
crease that the Interstate Commerce Commission had ordered in inter- 
state rates. 

The railroads then took the case to the Interstate Commerce Com- 
mission under the provision of section 13. The Commission found 
that the failure of the Utah commission to grant an increase similar 
to that granted by the Interstate Commerce Commission on interstate 
rates resulted in undue discrimination and an undue burden on inter- 
state commerce. 

The Supreme Court, however, set aside the Commission’s order be- 
cause it had not made a finding with respect to intrastate operations 
within the State of Utah on the basis of whether there was a gain or 
loss to the railroads from the operations in the State of Utah. 

That would take a cost study that is impossible to make, because 
you cannot separate your crew cost, your freight-car cost, your track 
cost, your traffic cost, as between the intrastate business that a railroad 
handles and the interstate business, except on an arbitrary level. 

The Interstate Commerce Commission had found a general need on 
the part of railroads for revenue, but the Utah Commission did not 
go along with that finding, and because the Interstate Commerce Com- 
mission had not made a specific finding with respect to operations 
within the State of Utah aon, the court set aside the ICC order. 

That is the first time, I think, in over 60 years, that any such princi- 
ple as that had been enunciated. 

We thought the law had been settled by the Shreveport case. 

Mr. Hare. You consider that the Utah case completely overrules 
the Milwaukee case? 

Mr. Loomis. No; it is in line with the Milwaukee case, but it goes 
even further. In the Milwaukee case, the Court said, in looking at 
whether or not a commutation rate is reasonable, you must look at the 
result of all operations within the State of Illinois, 

The Milwaukee case was solely on the question of the commutation 
rates from Chicago to the suburban area. 

The Court set aside the order on that case, which found that the 
commutation rate was unreasonably low and undue burden on the 
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interstate commerce, by holding that the Interstate Commerce Com. 
mission must look at the total operation of the Milwaukee road in the 
State of Illinois. 

In the Utah case, it carried it a step further, where there was a 
general freight revenue case before the Interstate Commerce Com- 
mission, it said that the Commission had to make a finding as to all] 
operations within the State of Utah. In other words, they applied 
the Milwaukee doctrine, where only commutation fares were in ques- 
tion, to a general freight-rate increase. 

Mr. O’Hara. Did they state in the Utah case that they had to take 
an overall survey of all the railroads operating within the State of 
Utah ? 

Mr. Loomis. That would be the effect of it, as I understand, Mr, 
Congressman. 

Mr. Roserts. Are there any further questions from the subcom- 
mittee ? 

Mr. Wotverton. Mr. Chairman, I was unable to be present. yester- 
day and, therefore, I am not as familiar with the statement made by 
this witness as I would like to be. 

I will ask just 1 or 2 questions in order that I may understand this 
situation that he has presented. 

I have in mind the Smathers bill. Did you, in your statement yes- 
terday, indicate in what respect you agree with that bill and in what 
respect you disagree with it? 

Mr. Loomis. Yes, sir. That was with particular reference to the 
three matters covered by this hearing notice. I can repeat it very 
briefly. 

Mr Wotverton. Relating to the abandonment of service and inter- 
state rates, construction reserve, and competitive rates? 

Mr. Loomis. That is right. 

We support the Interstate Commerce Commission’s jurisdiction 
over abandonment of service and intrastate rates. 

We support the Smathers proposals. 

On the construction reserve I introduced the proposal that had 
originally been submitted to the staff of the Senate committee, but 
also stated that we support the proposal in S. 3778, and with respect 
to the ratemaking feature of competitive rates I stated that while we 
favored the bill before the House committee on which hearings were 
held in the spring of 1957, we support the proposal of the Senate 
committee in S. 3778. 

Mr. Wo tverron. In any particulars in which you have different 
viewpoints have you submitted prepared amendments to carry out 
whatever you have in mind ? 

Mr. Loomis. No; I think the position now, Mr. Congressman, is 
that we support S. 3778 as it stands. 

Mr. Wotverton. Without any change whatever ? 

Mr. Loomis. Yes, sir. 

Mr. Roserts. The gentleman from Maryland. 

Mr. Frrevew. I have no questions. 

Mr. Roserts. The gentleman from Minnesota. 

Mr. O’Hara. Mr. Loomis, it is quite obvious from the comments 
we get that one of the highly controversial proposals is this proposal 
to change the ratemaking procedure to meet the carriers who file a 








Yom- 
1 the 
‘as a 
’ 

,0m- 
o all 
lied 
jues- 


take 
e of 


-OM- 


‘ion 


but 


ate 


out 


is 


its 
sal 


 & 











RAILROAD PROBLEMS 267 


rate which they think is commensurate with their operations, not as 
to what their competitors think. 

It is quite obvious that is going to be one of the highly contested 
provisions of this legislation and 1 wonder if you would care to make 
any further comments, Mr. Loomis? 

ie Loomis. No; I will be followed by two witnesses who are much 
more expert on the ratemaking feature, who will go into greater 
detail on that. 

Mr. O’Hara. Very well. 

That is all, Mr. Chairman. 

Mr. Roserts. The gentleman from Maine. 

Mr. Hate. There is nothing in this Utah decision which should 
induce you to change the language of S. 3778 ? 

Mr. Loomis. At first blush it would appear not, but I would have 
to say that our lawyers are giving that very careful study right now 
to see whether the proposal in S. 3778 fully covers the effects of the 
Utah decision, so that I can only give you a tentative answer because 
it is under concentrated study at the moment. 

Mr. Hate. It is obviously very important to this committee to have 
the most expert and considered opinion on that point. 

Mr. Loomis. That is correct. That is why I hesitate to express 
more than a tentative view today. 

Mr. Roserts. The gentleman from California. 

Mr. Youncer. As [ understand, your organization is in accord with 
the general policy, transportation policy, as set forth in the act? 

Mr. Loomis. Yes. 

Mr. Youncer. And that you believe that the inherent rights of 
each mode of transportation and the benefits of that mode should be 
preserved ? 

Mr. Loomis. Right. 

Mr. Roserts. The gentleman from Kansas. 

Mr. Avery. No, thank you, Mr. Chairman. 

Mr. Roszerrs. Thank you, Mr. Loomis, for your appearance. 

Mr. Loomis. Thank you, sir. 

Mr. Roserts. The next witness is Mr. Arthur Williams, chairman 
of the Railway Progress Institute and president of Standard Rail- 
way Equipment Manufacturing Co. of Chicago, Il. 


STATEMENT OF R. ARTHUR WILLIAMS, CHAIRMAN, RAILWAY 
PROGRESS INSTITUTE, AND PRESIDENT, STANDARD RAILWAY 
EQUIPMENT MANUFACTURING CO., CHICAGO, ILL. 


Mr. WituiaMs. Mr. Chairman, my name is R. Arthur Williams. I 
am president of the Standard Railway Equipment Manufacturing 
Co., with headquarters in Chicago, Ill., and plants in Hammond, Ind., 
Little Rock, Ark., and Cicero, Il. 

I am appearing here today as the chairman of the Railway Progress 
Institute, the national organization of the railway equipment and sup- 
ply industry. 

’erhaps I should explain that the Railway Progress Institute rep- 
resents a fair cross-section of the large, medium, and small manufac- 
turing companies which supply the railroads with most of their needs 
for efficient, economical, and safe operation. 
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The railway equipment and supply industry, including the hun- 
dreds of smaller companies which provide the railroads locally with 
materials and services, undoubtedly affords employment for as man 
or more people than are employed by the railroads themselves alle 
in total, represents a major segment of our national economy. 

The Plants, offices, and warehouses of our companies are located in 
every State in the Union and in most of our industrial cities. 

I think that it is also relevant to these hearings to mention a fact 
often overlooked in the consideration of railroad problems. More 
than 100 years ago, the builders of our first railroads decided to con- 
fine their efforts to the rendering of a transportation service, and to 

purchase the equ panehit and facilities they needed from independent 
oadtliadien ers. ‘This applied not only to locomotives, cars, rail, and 
ties in the beginning, but also to all the thousands of other things 
needed since then to build, maintain, and operate the railroads. 

Thus, from the beginning of rail transport in this country, the sup- 
ply industry has been an integral part of the economic entity known 
as land transportation. 

For more than a hundred years the supply industry has had a ve 
real incentive to sponsor extensive technological research and to be in- 
tensely interested in the progress and the prosperity of the railroads. 

It is this basic interrelation that has contributed tremendous growth 
and wealth to industrial centers throughout the country, for the rail- 
roads not only welded a great Nation together with ties of steel, they 
also sparked the manufacturing activ ity that later grew into the in- 
dustrial might of our economy. 

Down through the years this interdependence of railroads, sup- 
pliers, and the national welfare, has continued. And it continues to 
this day, as I shall endeavor to show later. 

I understand that it is the purpose of these hearings to cover three 
legislative proposals that have been made in connection with what has 
been called the deteriorating railroad situation. 

They are: 

The rules to govern railroad ratemaking ; 

The authority of the Interstate Commerce Commission over 
rail passenger service; and 

A tax deferral plan that has been called a construction reserve 
fund available to all forms of transport. 

Since it is the latter proposal that directly affects the railway equip- 
ment and supply industry, I would like to devote most of my time 
here to presenting evidence on this particular point. 

The volume of business which the equipment and supply industry 
does annually with the railroads fluctuates widely according to the 
financial results of railroad operation. 

In the past 30 years, for instance, the annual purchases of materials 
and supplies and the expenditures for additions and improvements by 
class I railroads—not including fuel—have ranged from $389,271,000 
in 1933 to $2,968,375,000 in 1951. 

To illustrate this point I would like to submit for your considera- 
tion a tabulation which shows clearly the “feast and famine” character 
of railway purchases from 1923 to 1957—for the past 35 years. 

It can be incorporated here as an integral part of my statement, or 
it can be designated as an appendix, whichever is most convenient for 
your purposes. 
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Mr. Roserts. Without objection, the statement will be included in 


the record. 
Mr. Witu1ams. Thank you, sir. 
(The material referred to follows :) 


Railway purchases, class I railroads 


{In thousands of dollars] 


| Total capital | Total mate- 
| expenditures rial and Total Fuel Grand total 
| | supplies | 
ste csinndpital ” | 
1, 059, 149 1, 120, 903 2, 132, 052 | 
874, 744 871,399 1, 749, 143 
748, 191 | 932, 578 1, 680, 769 
885, 086 1, 085, 678 1, 970, 764 
771, 552 957, 107 1, 728, 659 
676, 665 886, 733 1, 563, 398 
853, 721 965, 143 1, 818, 864 
872, 608 732, 000 | 1, 604, 608 
361, 912 450, 500 812,412 
167, 194 | 266, 750 | 433, 944 | 
103, 947 285, 324 389, 271 
212, 712 382, 930 595, 642 
188, 302 360, 302 | 548, 604 
298, 991 531, 151 830, 142 
509, 793 672, 090 1, 181, 883 
226, 937 339, 499 566, 436 
262, 029 512, 041 774, 070 
429, 147 580, 907 1,010, 054 
543, 021 811, 509 | 1, 354, 530 
534, 897 833, 476 | 1, 368, 373 
454, 282 866, 985 | 1, 321, 267 
560, 112 | 1, 024, 697 | 1, 584, 809 
562, 980 1, 017, 249 | 1, 580, 229 
561, 957 1, 017, 402 1, 579, 359 
864, 689 1, 217, 57 2, 082, 268 
1, 273, 484 1, 350, 291 2, 623, 775 
1, 312, 200 | 1, 077, 247 2, 389, 447 
1, 065, 842 1, 131, 189 2, 197, 031 
1, 413, 995 1, 554, 362 2, 968, 357 
1, 340, 912 1, 279, 091 2, 620, 003 538, 659 
1, 259, 797 1, 410, 870 2, 670, 667 509, 611 
820, 246 | 991,451 | , 811, 697 | 433, 310 
908, 443 | 1, 183, 223 2, 566 | 453, 852 f 
1, 227, 857 | 1, 406, 893 | 2, 634, 75 476, 955 3, 111, 705 
1,394,201 | 1, 386, 511 | , 750, 715 459, 960 3, 210, 672 

















Mr. Wuuiams. I call your attention to the fact that during the 
8 years from 1923 to 1930, inclusive, railroad purchases for addi- 
tions, betterments, materials, and supplies—the fourth column from 
the left on this tabulation—ran at the rate of about $134 billion a 
year. 

But even in that relatively stable period, the yearly fluctuations 
were sizable. For instance, there was a drop of almost $383 mil- 
lion in 1924, with another drop of $68 million in 1925, a reduc- 
tion in the 2 years of more than $451 million. 

A year later, in 1926, purchases increased almost $362 million. 

But again, 2 years later, in 1928, the annual total had dropped 
more than $407 million. 

Thus, even in so-called good times, railway purchases have ranged 
widely in volume. 

The great depression of the early thirties hit the railroads, as it 
did all business and, as a result, their purchases were promptly cut 
almost in half, a precipitous drop of more than $792 million from 
1930 to 1931. 








270 RAILROAD PROBLEMS 





As the depression deepened, further curtailments in purchases were 
made so that, by 1933, they were almost $114 billion below the 1930 
level, and more than $114 billion below the 1923-30 average. 

Beginning in 1933, annual railway purchases gradually climbed 
to a level of more than a billion dollars in 1937, but still almost $600 
million below the 1923-30 average. 

Then came another famine year, 1938, when purchases were again 
drastically reduced by 52 percent, dropping hack to the 1934-35 
level of about one-half billion dollars. 

Again we had a stable period of railway purchases, from 1940 
to 1946, inclusive, when the volume averaged about $1.4 billion a 
year, ranging from slightly more than $1 billion in 1940, to more 
than $114 billion in 1944. 

However, railroad expenditures during this period of World War 
II were almost entirely for minimum maintenance and operations 
because expenditures for capital improvements were held to a mini- 
mum consistent with the wartime need for conservation of critical 
materials. 

In 1947, railway purchases increased almost $503 million over 
the 1946 figure, or more than a half billion dollars above the aver- 
age of the previous 7 years. This was due primarily to an effort 
to catch up on capital improvements postponed during the war. 

For the ensuing 11 years, to and Sadie 1957, these annual 
purchases have averaged more than $214 billion a year. Yet again 
we encounter significant fluctuations in annual dollar volume. 

For instance, there was an increase of more than a half a billion 
dollars in purchases in 1948 as compared with 1947; a drop of similar 
proportions between 1948 and 1950; an increase of $771 million in 
1951, as compared with the previous year; a drop of more than one- 
half billion dollars between 1953 and 1955, oh an increase of al- 
most two-thirds billion dollars between 1955 and 1957. 

A concrete illustration of the ups and downs of railway purchases 
can be found in the postwar record of freight-car orders. In 1947, 
the railroads ordered from freight-car manufacturers and their own 
shops a total of 120,163 freight cars. 

wo years later, in 1949 only 6,223 freight cars were ordered. 

But in the following year, 1950, a near record high of 155,732 
freight-car orders were placed. Within 2 years the situation was 
again on the downward side of the roller coaster with only 4,369 
freight cars ordered in 1952, and on down to 21,976 such orders in 
1954. 

This was followed by a staggering rise to 163,033 freight-car orders 
in 1955. This is “feast and famine” with a vengeance. 

I submit, gentlemen, that variations of this magnitude from one- 
year to the next cannot be “kissed off” as an inevitable manifestation 
of a free-market society. They are too large; too important a seg- 
ment of our overall economy to be ignored, if we want national 
economic stability. They serve to intensify every economic adjust- 
ment in our national business life, and this is particularly true—and 
dangerous—when recessions such as we are now experiencing set in. 

The impressive figures I have quoted include only the direct pur-- 
chases and expenditures made by the railroads. 
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In addition, there was a large annual volume of indirect purchases 
made by contractors who did construction work for the railroads, 
built equipment, and performed other supply services. 

These direct and indirect purchases affect the prosperity of almost 
every industry in the land, steel, lumber, food, chemicals, aluminum, 
textiles, leather, plastics, copper, oil, brass, to name a few—and the 
welfare of almost every community. 

To illustrate the widespread effect of railway purchases, consider 
these purchase figures for 1957: 

Almost $609 million for iron and steel products; 

Almost $128,500,000 for forest products, ties and timbers; 
Almost $58,300,000 for electrical supplies ; 

Almost $47,300,000 for paint, chemicals, glass; 

Almost. $24,300,000 for rock and other ballast materials; 
More than $30,600,000 for food and commissary supplies; 
About $37,800,000 for stationery and printing; 

More than $11 million for rubber and leather goods; 

Almost $460 million for coal and fuel oil ; 

More than $53,800,000 for lubricating oils and grease ; 

More than $10 million for cement, lime, and plaster ; 

Almost $37 million for nonferrous metal and products ; 

More than $28,300,000 for station, train, and locomotive 


~~ ; 
More than $67,900,000 for signal, telephone, telegraph, and 
radio materials; and 
More than $17,900,000 for automotive equipment and supplies. 

Is it not logical to assume that every section, every State, every siz- 
able community in this country shared in this huge volume of pur- 
chases, either directly or indirectly. What we are talking about here, 
then, is not a set of fuzzy generalities, but business in the home towns 
of all America, men at work, bread-and-butter payrolls, progress and 

rosperity at the local level, the welfare of the people you represent as 
egislators and I represent as an employer. 

There is another aspect of this situation that deserves mention in 
our effort to appraise the local effect of railway purchases. 

The purchases made indirectly for the railroads by the suppliers— 
when they have railroad orders to work on—are also vitally impor- 
tant. For instance: 

One manufacturer of freight and passenger cars does business with 
approximately 1,000 sub-suppliers to whom payments of $1,000 or 
more are made annually. One hundred and fifty of these sub-sup- 
pliers regularly receive more than $50,000 each year. 

In a year, a large diesel locomotive builder will do business with 
approximately 10,000 sub-suppliers. Two thousand of these are on 
a regularly scheduled basis and 350 are designated as major suppliers. 

Another important manufacturer of railway materials annually 
spends approximately $25,500,000 for 30,000 different items—60,000 
different items over a 5-year period—from 8,448 companies located in 
958 cities and 38 States. 

So, just as the railroads have their suppliers who suffer when pur- 
chases are curtailed, we, too, have our suppliers who suffer with us 
when the railroads cannot buy the things that they want and need. 
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Here is a chain reaction that reaches down into every section, every 
State, and almost every community in our land. 

When I testified before the Senate Subcommittee on Surface 
Transportation on January 17, of this year, I said: 


When carloadings drop, the railroads trim their purchases first and then, as 
a last resort, lay off a part of their labor force, particularly men in the mainte 
nance of way and shop departments where work can be deferred. When rail- 
way purchases are curtailed because of falling traffic and inadequate earnings, 
we suppliers must stop our purchases immediately and shut down part or all 
of our plants, with resulting unemployment. 

In 1954, railway traffic, measured by carloadings, was off 11.2 percent. Rail- 
way earnings were off 20 percent from the preceding year. Railway expendi- 
tures for materials, supplies, additions, and improvements, were cut 29 percent 
in 1954. The railway labor force was reduced by 11 percent. 

In 1954, the railway sales of my company were off approximately 50 percent 
from the average of the 2 preceding years. Our purchases were cut 42 percent. 
And our labor force had to be trimmed at times as much as 70 percent. 

Another typical example is that of one of the large specialty manufacturers 
which supplies truck material for freight cars. In mid-year of 1953, the com- 
pany employed 3,147 people at its 3 large specialty plants located in Ohio and 
Illinois. By the end of 1954, employment in these plants had fallen to 1,579 
people, a decrease of 49.8 percent. 

In October of 1953, one of the leading freight car manufacturing companies 
employed 8,140 workers in 6 plants, located in 5 States. Fifteen months later, 
at the close of 1954—a period not affected by strikes against this company or 
its major suppliers—its employment had dropped to 3,311—a decrease of more 
than 59 percent as compared with the railroads’ payroll drop of 11 percent. 

Multiply these case histories by the hundreds of large and small railway supply 
companies located in every State in the Union and the widespread effect of our 
national economy should become dramatically clear. 

What we are considering here, therefore, is not only the fate of one great in- 
dustry—the railroads, but the economic future of hundreds of cities and towns 
throughout the Nation—the problem of periodic unemployment, cyclical loss of 
local payrolls and all the other adverse effects of a “feast and famine” element 
in the business structure of our economy. 








We have endeavored during the past month, by means of a question- 
naire addressed to 450 manufacturing companies known to have sold 
an appreciable part, or all, of their products to the railroads, to find out 
how many employees of these railway equipment and supply com- 
panies have been laid off so far and what the employment. prospects 
are for the fourth quarter of this year. 

The survey is by no means complete, but this is what we already 
find from a good cross-section of our industry : 

A total of 134 representative companies have replied to this ques- 
tionnaire to date. Kmployment by these 134 companies on March 31, 
1957, totaled 101,921. 

I would like to inject here that we have quite reliable estimates that 
the total employment in the railway and supply industry exceeds three- 
quarters of a million people. 

These workers were located in 261 cities in 43 States. 

One year later, on March 31, 1958, these same companies had been 
forced to curtail their working forces by 23,935, a reduction of 23.5 
percent. 

In other words, the decline in railroad orders has already added 23,- 
935 workers of those plants to the ranks of the unemployed in 261 
cities and 43 States in this country. 

And _ this is only a small sample of what is happening today. 

By September 30 of this year, these same equipment and supply 
companies estimate that they will have to lay off 15,400 more workers, 
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bringing the total unemployment figure to 62,589, or 38.6 percent under 
the employment level of only 13 months ago, unless something is done 
to improve the financial prospects of our railroads and release the 
flood of orders for equipment, facilities and supplies they so desper- 
ately need. 

I do not think that I exaggerate when I conclude that, by means of 
this and the related remedial railroad legislation you are now consider- 
ing, this session of the Congress has an unprecedented opportunity to 
apply a brake to the current recession and put men and women back 
to work—without one penny of expense to the taxpayers of the Nation. 

From what I have heard and read about this situation recently, I 
feel confident that the significant relation of railway purchases to 
the national welfare is being recognized. 

When Daniel P. Loomis, president of the Association of American 
Railroads, testified before the Senate Surface Transportation Sub- 
committee, on January 13, he said: 


The construction reserve fund * * * would very definitely tend to level out the 
peaks and valieys of railroad orders for equipment. It would permit orderly 
long-term programing which would be little affected by minor swings in the 
economy. The collateral effect of such long-range programing of railroad equip- 
ment purchases and the elimination of sharp peaks and valleys would go a long 
way toward converting many of the railroad suppliers from victims of a feast 
or famine economy to beneficiaries of an orderly and stable economy with un- 
questioned resulting benefits in the form of greater efficiency, more stable employ- 
ment, and lower costs which, of course, would redound to the benefit of the rail- 
road purchasers as well as the suppliers themselves. 


In closing the January hearings, the chairman, Senator George A. 
Smathers, said : 


The railroad industry is the second largest industry in the United States and 
the fourth largest employer in the country. It has been in the past one of the 
largest purchasers of steel, oil, lumber, and many other items. 

Obviously, when the railroads’ economic position begins to deteriorate and 
they start a drastic retrenchment program, it has far-reaching effects through- 
out our entire economy, as you have just heard Mr. Williams detail. 

In 1951, the railroads purchased 6,558,000 tons of steel. This was close to 10 
percent of the entire United States consumption of steel. Since that time, there 
has been a constant but steady decline in the purchase of steel by the railroads, 
and no one needs to remind any of us of the importance of steel to our economy. 
These declining purchases, resulting from a steady retrenchment on the part of 
the railroads, obviously will soon drastically affect our economy. 


In the subcommittee report resulting from these hearings, we find 
this comment : 


One of the proposals advanced to encourage the replacement of railroad 
facilities and the necessary modernization of the railroad plant involves the 
creation of a reserve on which taxes are deferred if deposits in the reserve are 
used for the purpose stated in the act. Described as a “construction-reserve 
fund,” the plan is similar in purpose to the relief now provided by the Merchant 
Marine Act of 1936 to encourage ship construction. The subcommittee recom- 
mends that this benefit be likewise extended to all common carriers subject to 
the Interstate Commerce Act. 

Taxes are deferred pursuant to this proposal; not forgiven. It is believed 
that, aside from the immediate beneficial effect that will result from this pro- 
posal, it will also have a long-range beneficial effect, not only on the operating 
efficiency of the carriers, but also on our economy. 

The use of this fund as a means of providing for capital replacement or 
expansion would also seem to provide a means whereby the level of procure- 
ment in this industry would be constant despite the rise and fall in the economy. 
This, of course, contributes to an orderly and stable economy redounding to the 
benefit of all. 
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In November 1955, the Railway Progress Institute published an 
economic study which, in essence, was a “10-year projection of rail- 
road growth potential.” It was based on many months of careful 
research by one of our member committees, our staff, and an inde- 
pendent economic research organization. 

It was quite optimistic regarding the future of rail transportation 
in this country, and predicted increased volumes of busines, not onl 
for the railroads, but for all the other forms of transport as well 
And it strongly advocated regularized, planned purchasing by the 
railroads based on sound economic research encompassing local, sec- 
tional, and systemwide studies, as well as a basic national study. 

One of the reactions we later encountered from some of our railroad 
friends was put this way: 

Your study is fine. We can find no fault with your figures, your conclusions, 
or your recommendations. But you left out one thing: What do we use for 
money to pay for all the equipment and facilities you say we will need in the 
next 10 years? 

We had no answer to this challenge at the time. But we have one 
now. It is the proposal before you for a construction-reserve fund— 
provided it is accompanied by all or the major part of the remedial 
program which the Congress is now considering. 

In your consideration of the proposal for a construction-reserve 
fund, I think it would be quite natural for you to wonder how the 
railroads would spend the money thus becoming available to them, 

Part of the answer lives in the proposal itself; the money can be 
used only for the acquisition of equipment and other property used in 
the transportation business, or for the reduction of debt incurred in 
connection with such acquisitions, the latter use being limited. 

But an even better answer lies in the brilliant record of the railroads 
in the period since the end of World War II. 

In the past 12 years, the railroads have spent nearly $14 billion for 
new equipment and better facilities—such things as 800,000 new 
tn. cars; 20,000 miles of centralized traffic control, pushbutton 
yards, and more diesel locomotives. 

Thus, the railroads have demonstrated beyond any question that 
they are ready and eager to spend money wisely for the continuing 
improvement of their services. 

What you will be considering, therefore, is a tax-deferral—not a 
tax-forgiveness—plan that will stimulate investment in equipment 
and facilities, which, in turn, will mean better and more economical 
services for the shippers and travelers of our country. 

The railway equipment and supply industry, through its national 
organization, the Railway Progress Institute, has expressed its views 
on this problem in the form of a resolution, approved unanimously at 
a meeting of its governing board at Chicago on April 25. With your 
permission, I would like to read this resolution : 

Whereas the welfare of our country and its people, in times of peace and of 
national emergency, depends on an efficient, economical, and prosperous com- 
mon-carrier transport system, of which the railroads are a major segment; and 

Whereas the economic welfare of a thousand or more communities through- 
out the Nation depends, in whole or in part, on the volume of materials, sup- 
plies, and services purchased annually by the railroads, and that employment in 
these communities is already seriously undermined by inequitable Government 


treatment of the railroads, and threatens to become worse in the absence of 
remedial action ; and 
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Whereas the railroads today are faced with a dire emergency from wholly 
inadequate earnings brought about largely by overregulation and inequitable 
competitive conditions, an emergency which seriously threatens their continued 
existence under private ownership and operation ; and 

Whereas it is the considered opinion of most experts that a series of rail- 
road bankruptcies now might well trigger both Government operation of rail- 
roads and a general economic debacle ; and 

Whereas correction of inequitable treatment of the railroad industry would 
be a great aid to national economic recovery from the current recession without 
purdening the taxpayers: Therefore be it 

Resolved, The governing board of the Railway Progress Institute, represent- 
ing the Nation’s railway supply and equipment industry which is responsible for 
furnishing the railroads with from two billion to three billion dollars worth of 
equipment, supplies, and services annually, calls upon the Congress of the United 
States to take immediate action to: 

(a) Assure competitive equality in the field of transportation ; 

(bo) Eliminate discriminatory wartime excise taxes on freight and pas- 
senger transportation ; 

(c) Relieve the railroads of as much as possible of the monopoly regula- 
tion under which they are now forced to operate; 

(d) Provide self-liquidating financial relief to the railroads to tide them 
over this emergency ; and 

(c) Enable them to modernize their facilities and improve their earning 
power by providing more liberal depreciation reserves to stimulate equip- 


ment purchases. 

The governing board of the Railway Progress Institute further recommends 
that these remedial measures be taken simultaneously by the Congress since they 
are inseparable parts of any effort, in the public interest, to restore fair competi- 
tion in the field of transport; reduce unemployment by work on production of 
the huge volume of material, supplies, and services which the railroads could 
purchase if they were assured of a fighting chance to operate profitably ; assure 
adequate transportation facilities for the growth of our economy and for the 
national defense, and, avoid Government operation of our railroads. 

Mr. Chairman and gentlemen of the committee, may I respectfully 
add that I envy the opportunity you have here to make a great and a 
lasting contribution to the future of our Nation; to the preservation 
of free, competitive enterprise in this country; to the progress and 
prosperity of the districts you represent, and to the welfare of the 
people who look to you for guidance and sound judgment. 

hank you for the time and attention you have generously given me. 

Mr. Roserts. Thank you, Mr. Williams. You have made a very 
complete and forceful statement. 

In the proposal you outlined in your statement, you testify here in 
support of the proposed construction reserve. 

nat is the position of your organization concerning H. R. 11527, 
a bill which would provide government guaranteed loans where the 
proceeds were used for capital improvements, including purchase of 
equipment ? 

Mr. WruiaMs. Mr. Chairman, we would strongly endorse that pro- 

d legislation with the qualification that there be some accompany- 
ing remedial legislation to improve the financial results of the rail- 
roads so that those loans might be repaid. 

Mr. Roserts. Are there any further questions of the subcommittee ? 

Mr. Wotverton. Mr. Chairman, I wish to comment along the same 
line you have already done in expressing your approval of this very 
splendid statement which has been made by the witness. 

I have been a member of this committee a good many years. I do 
not think I have ever heard a more forceful, more complete, more 
comprehensive statement with respect to the economy of our country 
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based upon railroads and the industry represented by this witness, 
than that which has been presented to us today. 

I think every page of the statement that has been read is worthy of 
serious careful consideration by this committee. It has pointed out, 
to my way of thinking, in an inscrutable way, the importance the rail- 
road industry and those industries allied with it have in the economy of 
this Nation, which provide employment and is helpful. 

I agree entirely with what the witness has said, that something must 
be done in the face of these facts that have been presented if we are 
not to go into a further decline. 

I think we owe much to this witness for the statement that he has 
made to us this morning, which is the basis undoubtedly of consider. 
able study. ' ' 

I congratulate you and express the appreciation of this committee 
for the statement which has been made. 

Mr. Witu1ams. Thank you, Mr. Wolverton. 

Mr. Roszerts. The gentleman from West Virginia. 

Mr. Sraccers. No, I have no question. 

Mr. Roserts. The gentleman from Minnesota ? 

Mr. O’Hara. Mr. Williams, what particular articles of equip- 
ment does your company make? 

Mr. Wiu1aMs. The Standard Railway Equipment Manufacturing 
Co. for more than 60 years has been the principal manufacturer 
of large freight car components, especially freight car roofs and 
freight car ends. Those are special products requiring heavy capi- 
tal equipment—that is not economical to duplicate in many plants 
in the country and we are specialists in that area of manufacture, 
primarily freight car materials. 

Mr. O’Hara. Most of the figures which you gave deal with all 
of the various types of equipment furnished by many manufacturers?! 

Mr. Witu1ams. My statement, sir, is in behalf of the Railway 
Progress Institute which is the organization of railway supply com- 
panies and we endeavored in the preparation of the statement to 
cover conditions in the industry and to show the interdependence 
and interrelationship of the railway supply and equipment industry 
upon the railroad industry. 

And the fact that employment in the supply and equipment. in- 
dustry equals or exceeds employment—the direct employment—in 
the railway transportation industry, itself. 

I had to use dollar figures to show those sawtooth fluctuations 
from year to year. If those could be translated to employment fig- 
ures I think it would be much more meaningful, but we have to take 
the dollars as the only available index. 

Mr. O’Hara. I suppose, Mr. Williams, that it would be your ob- 
servation over the years that you have watched the upswings and 
downswings of the railroad industry as it affects you people that 
when the railroads are short of money they cut out buying equip- 
ment pretty much like an individual who is hard up does not buy 
a new car. Is that not a sort of natural thing that happens, when 
they are in financial trouble they just cannot buy ? 

Mr. WixtaMs. That has been the result. That is why we advo- 
cated the construction reserve which will level out buying. 
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As Mr. Buland testified on the Southern Pacific, they have had 
a plan which has been continuing for something over 10 years, build- 
ing 12 cars per day. 

Under present conditions they must discontinue that plan in July 
ofthis year. ‘That is just one typical example. 

If the acquisition of equipment could be leveled out as the South- 
ern Pacific has endeavored to do it and several other railroads, it 
would be far better for the economy. 

Mr. O’Hara. Do you furnish the equipment for railroads of for- 
eign countries, as well ? 

Mr. Wiu1aMs. You are speaking of my particular company ? 

Mr. O’Hara. Yes. 

Mr. Wriu1ams. We made our last foreign shipment, I think in 
1949. I doubt if we will participate in the export market at any 
time in the foreseeable future. 

Mr. O’Hara. Are you familiar with Fairmont Railway Motors 
Co. in Minnesota ? 

Mr. Witu1AMs Yes, sir. 

Mr. O’Hara. They ship their equipment, which is large high 
powered handcars 

Mr. WituiaMs. Inspection cars. 

Mr. O’Hara. All over the world. 

Mr. Witu1aMs. Yes, sir. 

Mr. O’Hara. Thank you. 

Mr. Roserts. The gentleman from West Virginia. 

Mr. Sraaccers. No questions. 

Mr. Roserts. The gentleman from Maine. 

Mr. Hare. Mr. Williams, I think that whatever we do to level off 
purchases and change the feast or famine character of railway pur- 
chases would certainly be good. 

The only question in my mind on legislation of this kind would 
be as to the loss of revenue in the early years. 

Mr. Wiu1aMs. Not revenue, it would be cash available in the early 
years. 

Mr. Hare. I mean there would be a loss of revenue to the Govern- 
ment, a loss of tax revenue to the Government. 

Mr. WitxiaMs. In the initial years; yes, sir. 

Mr. Hare. But that would pick up again as time went on. 

Mr. WiuraMs. Yes, sir; our situation would be almost identical 
with that which prevailed under the certificates of necessity which 
were issued under the Defense Production Act where the equipment 
could be amortized in 5 years. 

That reduced the tax income or the taxpayments during that 5-year 
period, but they were picked up later. It is only a deferral of taxes. 

Mr. Hate. When the period of tax deferral ended, would not 
the railways be in much the same situation as now ? 

Mr. Wiu1aMs. I would assume that if this construction reserve is 
established it would be a continuing matter, it would be a continuing 
thing, and that those construction funds w ould be available each year 
as we went along. 

Mr. Hate. As I said yesterday, I think the tax effect of this pro- 
posal must be studied in another committee but it certainly is a very 
interesting proposal and very practical, to me. 

Mr. Rozerts. The gentleman from Maryland. 
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Mr. Frrepet. Mr. Chairman, I want to congratulate Mr. Williams 

for his very fine statement. I was very much impressed by the way 

= brought out the feast and famine and the peaks and valleys in 
uying equipment for the railroads. 

I thank Mr. Loomis for bringing up that point, and I realize the 
fact that something has to be done in orderly long-range plans, but 
I think that part of it will have to come from another committee, 

Have you made the same argument before the Ways and Means 
Committee ? 

Mr. Wiu1aMs. I have had no opportunity. 

Mr. Roserts. I might say to the gentleman from Maryland that 
the Parliamentarian of the House has been approached on that 
matter. We have had no decision from him as yet. That is the only 
reason we are now taking testimony on that construction reserve 
phase. 

When we get that ruling we will know where we stand. 

Mr. Frrepex. That is all, Mr. Williams. I have much appreciation 
of your statement. 

Mr. Wuiu1aMs. Thank you, sir. 

Mr. Roserts. The eusitieaiadia from New York. 

Mr. Drerount1an. Mr. Williams, I, too, feel your statement has been 
very comprehensive and very helpful in the broad picture. Now, in 
the three ways of our helping railroads the last one, the construction 
reserve fund, I can see would aid the railroads who are in good shape 
today. 

Some of the railroads that were in good shape are going downhill 
currently in their income-outgo ratio. 

How would the construction reserve help the railroads who can- 
not pay bills today and have no thought of buying equipment ? 

Mr. Wiriu1ams. We do not have that kind of situation of financial 
surplus either; I don’t know the answer. 

Mr. Derountin. The only quarrel I have with any part of your 
statement is a small one on page 10 where you say that the financial 
legislation will not mean one penny of expense to the taxpayers of the 
Nation. 

I have been here 6 years now and I am not as naive as I used to be 
and I do not feel that is possible. It may not cost them at the moment, 
but the Government has to borrow the money to lend to you or to have 
you defer your taxes. 

When we borrow money we pay interest and that is part of the ap- 
propriations of our Government. So I do not think that will 
without cost to the taxpayers. The people of the United States are 
willing to spend money in the best interests of the United States. 

Mr. Witu1AMs. This proposed construction reserve is not a tax for- 
giveness. It is a tax deferral. 

Mr. Deroun1An. The Government is spending money part of which 
will be paid by taxes received from railroads. If it delays that for any 
period we have to borrow the money to pay it. Nevertheless your 
statement will be very helpful. 

Mr. Wiiurams. Thank you. 

Mr. Rozerts. The gentleman from Georgia. 

Mr. Fiynt. Mr. Williams, I am sorry I did not get to hear all of 
your statement. I congratulate you on the portions I have read. I 
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think you have made a substantial contribution to this committee in 
its study of a very important subject. 

Over the 10-year projected period of the enactment of such legisla- 
tion as is proposed in this, would there be a substantial major advan- 
tage to the companies whom you serve as well as to the companies for 
a you speak ? 

Mr. Wiu1ams. There certainly would be, yes, in an orderly pro- 
gramed, stabilized program of buying. ; 

Mr. Fiynr. An you think it would provide a desirable system 
of longe-range pinning for replacement of wornout equapeent as 
well as the acquisition of new equipment as it comes into use 

Mr. Wuiu1aMs. Yes, sir. 

Mr. Roserts. The gentleman from California. 

Mr. Youncer. Mr. Williams, in your figures which you gave for 
the freight-car orders, in 1955 you gave 163,033 cars ordered. 

The American Railroad Car Institute gives it as 167,000. There is 
a slight difference. 

What I would like to know is how many of those orders during 
the period that you cover were induced by the amortization certifi- 
cates issued by the Government. 

Mr. Wiuuiams. Referring to the year 1955. 

Mr. Younger. No, during the period you covered from 1947 on. 
I think the certificates were issued in 1950, were they not? 

Mr. WiuiaMs. 1952 to 1955, I believe they were available. 

Mr. Youncer. Yes. 

Mr. Witu1ams. That amortization privilege, or the issuance of 
certificates of necessity, I believe was terminated December 31, 1955. 
In the last half of 1955 there were more than 100,000 freight cars 
ordered, to take advantage of the certificate of necessity and the 
privilege of accelerated amortization, 5-year amortization. 

Mr. Younecer. But practically no cars during 1953 and 1954; is that 
correct, in 1954 we dropped to the lowest number ? 

Mr. WiiutaMs. 1954 was a period of recession when railroad rev- 
enues were down. The availability of certificates of necessity ac- 
counted for the ordering in excess of 100,000 cars which otherwise 
would not have been ordered. 

Mr. Younaszr. Following out what you intended to say was the fact 
that they did not order the cars because it was during a period of 
recession ? 

Mr. Wiutu1aMs. When they did not have the money. 

Mr. Youncer. All right. The point is: Is the quick writeoff, or 
the amortization going to be any more of a stimulant than it was in 
1954, granted that what we are passing through now is a railroad 
recession ? 

Mr. Wru1aMs. This is more than a railroad recession. I think, 
as business conditions improve, it certainly would stimulate buying 
in large volume; yes, sir. 

Mr. Youncer. You actually think the railroads will take greater 


advantage of this reserve at this time than they did before under 
the amortization certificate ? 


Mr. Witu1aMs. If this plan is in operation over a period of some 
years, and you hit a 1954 or a recession such as we have now, you 
will have established reserve funds to carry you through that period. 
There was no such fund in 1953 and 1954. 
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Mr. Youncer. No; they did not have the money, but they could at 
that time have borrowed money, however. There was no demand or 
no application at that time from the railroads for a guaranty of 
loans. They could go into the open market at that time and borrow 
money. The amortization certificate did not stimulate the car orders 
until the last half of 1955, or the 6 months just prior to their ex- 
piration. 

I think that is the interesting point in this question and, in my 
opinion, has some bearing on w hether or not this reserve is going to 
accomplish the purpose for which it was intended. 

Mr. Wiu1aMs. Now, we are not talking about accelerated amorti- 

zation. Weare talking about a construction-reserve fund. 

Mr. Youncer. That is right, but what it actually is, is a quick 
amortization, as Mr. Buland admitted yesterday. 

Mr. Witu1aMs. It is an accumulation of cash in advance. 

Mr. Youncer. Yes, but it is a quick amortization of 1 year. That 
is what it really is. Is that not true? That is what Mr. Buland 
admitted yesterday, and I think he is right. 

Mr. Witt1ams. That is one way of viewing it. The other way of 
viewing it is that it is accumulating the cash in advance before you 
spend it. 

Mr. Youncer. That is right. 

That is all, Mr. Chairman. 

Mr. Roserts. The gentleman from Kansas. 

Mr. Avery. Mr. Chairman, may I say I appreciate your tolerance 
of my presence here and even the use of time, as I am an impostor on 
the subcommittee, but I am interested in this particular hearing. 

I would like to ask Mr. Williams this question : 

You repeatedly make the statement, Mr. Williams, this is not a for- 
giveness of taxes, but this is a deferral. I have been sitting here try- 
ing to bring my self to the same conclusion. I am sure you are right, 
but I cannot find all the logical sequence here. 

If you pay the normal prevailing corporate tax on a million dollars, 
you would be paying 52 percent if the legislation is not passed. 

If you do not use the money, the intent is very clear; it will revert 
back and the railroads will be taxed at the same rate that they would 
have been taxed had they paid the money under present schedules. 

Now, if they use the money, as is provided in the reported bill, as I 
understand, the tax relief granted or the tax repayment is made 
through no capital depreciation ; is that correct ? 

Mr. WiittaMs. That is my understanding. 

Mr. Avery. Let us talk about freight cars. We have to focus this 
on something. 

What would be the normal depreciation on freight cars? How 
many years are they depreciated over ? 

Mr. Wit11ams. Approximately 30 years. 

Mr. Avery. It appears to me, then, that, actually, you would be 
forgiven on that basis almost 49 ‘percent of your tax. Normally, you 
would pay 52 percent, and now you are going to depreciate it on a 30- 
year basis. 

Mr. Witxt1aMs. If you set up a 30-year depreciation reserve, you 
would pay 52 percent on $700,000 instead of a million dollars. 
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Mr. Avery. I will let that statement stand and read it in the record 
while I think a little more about it. 

I yield back to you, Mr. Chairman. 

r. Roperts. I believe the gentleman from New Jersey has one 
more question, Mr. Williams. 

Mr. Wotverton. We have spoken, it seems to me, in generalities, to 
a certain extent, with respect to this deferral of funds. Have you 
made any estimate as to how much would have been available for 
equipment purposes if that law had been in effect last year, or the 

riod since 1954? 

Mr. Wuu1ams. Mr. Wolverton, I have not had an opportunity to 
make any determination. 

Mr. Wotverton. That is the only vacancy in your statement that 
Isaw. 

Mr. WituiaMs. Yes, sir. 

Mr. Wotverton. Theoretically, then, we are faced with the fact 
that it would be a good thing, but, practically, we do not know how 
to do it. 

I wonder if it is possible to have those figures available? 

Mr. Wixu1ams. I will be happy to undertake to make such a study 
and later file a report with the subcommittee. 

Mr. Wotverton. Your statisticians have done so well in what you 
have prepared, I would be hopeful that you could be as equally well 
prepared with this. 

Mr. Wituiams. Thank you, sir. We would like to try it, sir. 

Mr. Roserts. The gentleman from Georgia. 

Mr, Fiynr. Mr. Williams, I have a question which is in two parts. 
Have you considered the effect of such a deferral plan for business, 
generally ? 

Mr. Wiuiams. No, sir. 

Mr. Fuynr. Could you give an offhand opinion as to whether or 
not it should be applied across the board ? 

Mr. WituiAMs. By that, just what do you mean, sir? 

Mr. Fiynr. Well, you propose here to make the same benefits avail- 
able not only to railroads, but to other modes of transportation and 
to business, generally. 

Mr. Wituiams. That is the proposal here; that it be made available 
to all forms of transportation. 

Mr. Firynr. What about to business, generally? That was, ac- 
tually, my question. 

Mr. Wiuut1AMs. On that, I could not comment. 

Mr. Fiynr. You would rather not comment ? 

Mr. WituraMs. I would rather not comment on that, sir. 

Mr. Roserts. Thank you, Mr. Williams. 

Mr. Witu1ams. Thank you, Mr. Chairman. 

Mr. Roserts. The next witness is Mr. Ernest S. Marsh, president, 
the Atchison, Topeka & Santa Fe Railway system, Chicago, Ill. 

Mr. Marsh, you may proceed. 
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STATEMENT OF ERNEST S. MARSH, PRESIDENT, THE ATCHISON, 
TOPEKA & SANTA FE RAILWAY SYSTEM 


Mr. Marsu. Mr. Chairman and gentlemen of the Transportation 
and Communications Subcommittee, my name is Ernest g. Marsh, 
I am president and chief executive officer of the Santa Fe Railwa 
system, which operates 13,172 route-miles of railroad in 12 Mid- 
western, Southwestern, and Far Western States between Chicago on 
the east, the Gulf of Mexico in the Southwest, and the Pacific coast, 

I am appearing before you to testify in support of legislation which 
would amend the Interstate Commerce Act to provide for the estab- 
lishment by common carriers of construction-reserve funds as a means 
of obtaining tax treatment to encourage and enable the replacement 
of railroad facilities and needed modernization and improvement of 
the railroad plant. 

My interest, of course, is in maintaining an adequate and efficient 
transportation system to serve the commerce of the country and its 
national security. 

There is no question about railroads being vital to that objective, 
both in peace and in war. 

I believe it would substantially benefit the restoration to a higher 
level of business activity and employment if the railroads could be 
put on a more healthy economic basis. 

I feel sure that adoption of the construction-reserve measure would 
make a major contribution in that direction. 

The railroads’ ability to replace old facilities and modernize their 
plant is seriously handicapped by the relatively low rate of return in 
the industry, the high cost of capital goods and low depreciation ae- 
cruals which fall short of providing funds for mere replacements. 

I shall elaborate upon the inadequacy of depreciation accruals, but 
first, I would like to say that the railroads are confronted with some 
cold and hard actualities—they are suffering from a combination of: 

1. Unequal competitive opportunity with artificial diversion of 
traffic, plus 

2. The inflationary spiral in wages, prices of materials, and 
taxes, with which all iediahele have had to contend, the railroads 
no less than the others. 

The unrelenting pressure for higher hourly rates has brought nine 
rounds of wage increases to the railroad industry since World War IL. 

In addition to these increases, there have been cost-of-living adjust- 
ments and the workweek for about 80 percent of the railroad em- 
ployees was reduced from 48 to 40 hours with no reduction in take- 
home pay. 

It is appropriate to say that increases on the railroads have just 
about followed the national pattern in other basic industries. 

However, it is fair to say, also, that this inflationary pressure hits 
an industry like the railroads harder where prices are not so easily 
nor so readily adjustable and where labor costs take up such a large 
proportion of operating revenues. These pressures bear more heavily 
on the railroads, too, because of the high ratio of investment in physi- 
cal plant and equipment and the necessity for carrying on a substan- 
tial capital expenditure program. 
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They are more severe on the railroads than on the others who do not 
have to bear the added costs for maintaining facilities comparable to 
the track structure of the railroads. 

These increases in costs, which have already had serious effect on 
railroad earnings are continuing their upward spiral and the pros- 

ts are for a further substantial reduction in earnings for 1958. 

To illustrate the long-time cumulative effect of the multiple prob- 
Jems involving unequal competitive opportunities and constantly ris- 
ing costs of doing business, a comparison of the following Sante Fe 
figures is particularly revealing: 

When revenues amounted to $267 million in 1929, the net railway 
operating income was $68.6 million; by 1948, the revenues had grown 
to $526 million, but net railway operating income remained virtually 
the same, at $68.7 million. 

In 1957, with revenues of $610 million, about two and one-quarter 
times as large as 1929, the net railway operating income was actually 
less, at $56.3 million, even after including $9.5 million of a temporary 
nature by reason of amortization of certain facilities for which neces- 
sity certificates were granted. 

Ve have had no increase in our take-home pay despite the fact that 
the physical volume of business just about doubled from 1929 to 1957 
when measured in revenue ton-miles handled, and despite the further 
fact that the total money investment in road and equipment went from 
$1,094 million to $1,837 million, an increase of 68 percent. 

You will observe that the total of our taxes went up from $20.3 
million to $74 million, even though our net railway operating income 
declined. 

Now, when it is considered that we have to provide modern equip- 
ment and facilities at 2 or 3 times the costs of the late twenties 
to handle an increased physical volume, the squeeze that is taking 
place becomes abundantly clear. It becomes clear that the railroads 
need more take-home pay, that is, greater earnings after taxes, to 
continue the replacements and additions necessary to proper handling 
of the business. 

Rate increases based on merely absorbing higher operating costs, 
even if they are timely and adequate to do that, add nothing at all 
to the net income and the financial ability to make capital improve- 
ments. 

Depreciation accruals, based as they are on original costs, do not 
come anywhere near providing the money for replacements alone. 

Within the last year, for the first time since 1946, the Santa Fe 
has done some borrowing to the extent of approximately $28 mil- 
lion to finance the purchase of freight cars. Whether we pay cash 
or borrow, the extra money for replacements and additions has to 
come ultimately from earnings. 

Probably the most interesting feature of the comparisons between 
1929, 1948, and 1957, is that, even with the increased volume, we 
were able to come as close as we did to the net railway operating 
income of 1929, in view of the terrific increases in the costs of wages, 
materials, and taxes. eae 

How we were able to show even this inadequate result is some- 
what of a long story, but, in a few words, it stems from doing things 
to help ourselves. It is reflected in the comparison which shows that 
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we had 10,037 fewer employees in 1957 to handle approximately 
twice the physical volume. 

It is reflected in the comparison of freight gross ton-miles per 
train-hour—a commonly accepted index of efficienc y combining both 
the trainload and train-speed, which increased 152 percent over 1929, 

Briefly, these are the results of a concerted program of moderniza- 
tion and improvement of the physical plant with the adoption of new 
technologies and techniques. 

Of nec cessity, practically everything we do is dedicated to improv- 
ing our service to the public and holding down the costs of perform- 
ing that service by use of modern equipment and improved methods, 

W e are using the latest developments in electronic accounting and 
communications, radio, microwave, the light metals and alloys, in- 
ternal combustion engines, mech: inized track maintenance equip- 
ment, motorized freight handling equipment, automatic signaling 
systems, including the highly ingenious centralized traffic control 
method of train operation, and, in one form or another, practically 
every scientific or mechanical development of the times. 

We are not perfect in this, nor are we using as much of the new 
technologies as we would like to use, but to the extent of our earn- 
ings and financial ability, we think we have gone as far as anyone 
could go in keeping abreast of the great American capacity for new 
inventions and new ideas 

By research and exper imentation, we are constantly seeking ways to 
improve our service and reduce our costs. This has been an unending 
search over a long period of years. It continues. 

The railroad to day is vastly different from the railroad of 1929 
when we had no such things as centralized traflic control, diesel loco- 
motives, air conditioned passenger cars, radio communication, me- 
chanized maintenance and freight handling equipment, and the many 
other improvements in common use today. 

If we were still operating at the efficiency levels of 1929, or the mid- 
dle forties, for that matter, we would have an overall deficit of many 
millions of dollars. 

This is mentioned to show that, as we march ahead with moderniza- 
tion and try to keep step with new equipment and methods, we can 
never consider the job fully completed, because what was modern yes- 
terday may be obsolete tomorrow. The past has seen great changes 
in the railroad, but it takes a terrific amount of money to keep going 
ahead with the improvements needed to maintain the type of up-to- 
date service that will attract revenues and translate a part of those 
revenues into earnings. 

In the period since the end of World War II, the Santa Fe has a 

capital expenditures for additions and betterments in excess of $72 
million. 

During this same period the total of recorded depreciation was only 
$316 million. 

Also, during this same period, there was plowed back into the prop- 
erty more than 54.5 percent of the earnings on the common stock. 

The Santa Fe was not alone in making ‘substantial expenditures for 
improvements. The industry has made capital expenditures of about 
$1314 billion since the end of World War II. These expenditures, 
however, were for the most part made under more favorable condi- 
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tions before the deteriorating trend became so pronounced. They 
were helped to some degree by the authorization certificates issued be- 
tween 1950 and the end of 1! 55, the effects of which are now running 
out. They were accomplished in part by a considerable amount of 
borrowing in new equipment. 

The 1 ailroads are in no position to continue them under the condi- 
tions of today with constantly diminishing earnings and constantly 
rising unit costs of equipment and other « capit: al expenditures. 

A continued improvement program is not just a desirable thing; 
it is an essential element in a railroad’s survival. 

Funds for improvements come from three sources: 

(1) Depreciation accruals that are allowed as a charge against 
earnings during the life of the various units or property ; ; 

(2) ‘Ear nings retained after payment of Federal income taxes; 
and 

(3) Borrowing, the repayment of which must ultimately come 
from earnings. 

Earlier I mentioned that depreciation accruals, based as they are on 
original costs, do not come any where near prov iding the money for 
repli wements alone. This is not to say that the service lives converted 
to depreciation rates fail to represent the optimum period of time over 
which a particular unit of property may be made to serve. 

The depreciation accruals, however, are unrealistic, as they com- 
pletely disregard what should be the first essential of any business 
concern, that is, it should recover its full cost of merely perpetu: iting 
the business before it can be considered to have made a profit or to 
have a taxable income. 

To the extent that depreciation accruals fail to provide money 
for replacements to stay in business, the profits are overstated and 
largely taxed away. This is tantamount to a drastic and continuing 

capiti al levy. These “false profits” are treated and taxed as real 
profits, but actually they must be used as one of the costs of remaining 
in business. 

Somehow, we should be able to stop overstating taxable railroad 
profits and quit treating this c: ipital consumption as taxable earnings. 

The concept that the dollar sign is a stable measure of value when 
evidence to the contrary is so apparent on every hand leads the ac- 
countants and tax authorities into the untenable position of holding 
that the cost of using a facility in the year 1957 is a pro rata of the 
dollars spent 20 or 30 years ago. 

Actually, what we are using is a portion of the real value of the 
facility that must be replaced at the higher costs of today. 

As a specific example, during the 11 years, 1946 to 1956, inclusive, 
the Santa Fe purchased and constructed 24,935 new freigh t cars. 

During that same period the Santa Fe scrapped, or otherwise dis- 
posed of, 20,176 freight cars. 

Of course, there was not an effective replacement by types of cars 
retired, and there were differences in size and construction details 
in the new cars purchased since the war as compared with the old car 
which may have been purchased 30 years ago. 

Nevertheless, new cars cost $6,800 while on the average each of 
the 20,176 cars retired or iginally cost $2,000. 

Today the average freight car we are building costs a little more 
than $10,000. 
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Unrealistic depreciation provided less than one-third of the cost of 
the new car. After all, these cars were necessary merely to stay 
in business, 

The volume of our traffic was less in 1956 than it was in 1945. Yet 
depreciation failed to cover the two-thirds of the cost of staying in 
the business of hauling freight in freight train cars on our railroads, 
This deficiency of depreci iation falls upon the railroad industry, with 
its huge investment in physical plant, with special severity. 

The problem is intensified by the comparatively low rates of return 
for rail carriers even in times marked by prosperity on other seg- 
ments of the economy. 

The railroads are struggling against mortality tables of the past 
so far as depreciation of plant and equipment is concerned. Terms 
of 40, 50, and up to 100 years are not uncommon in determining the 
service life of roadway structures and lives up to 35 years for 
determining depreciation of equipment. These long terms mean 
very low annual depreciation rates and unnecessarily long periods 
over which railroads’ investment in plant and equipment can be 
recovered. 

The railroads went through the depression thirties with very little 
modernization and replacement expenditures. Then, the period of 
World War II was one of scarcity of manpower and allocated ma- 
terials when many needed improvements were practically impossible 
of accomplishment. 

The postwar period of high costs, high taxes and low earnings, has 
found the industry without the financial ability to do all that it should 
in the way of replacing obsolete facilities. 

Thus, we have had a long period of time in which many old facili- 
ties have been continued in service where they would have been re- 
placed long since under more propitious conditions. 

The taxing authorities look at these long lives of service without 
regard to obsolescence and require their use in determining current 
depreciation rates, not only on the old facilities, but they apply the 
low depreciation rates on current expenditures for new facilities. 

The tax authorities in effect have said, because you have been poor 
and were not able to replace old facilities, we are going to adjust 

our depreciation rates and your financial ability so as to make you 
een them 35 years or 100 years, as the case may be. 

In asense, taxing policies are responsible for perpetuating outmoded 
and ancient facilities, sometimes at the expense of high maintenance 
costs. 

In other words, if the taxpayer must use the extremely long lives 
as the only way in which he can write off his investments, he does 
not have the wherewithal nor the inclination to make earlier replace- 
ments. 

This situation is somewhat peculiar to the railroad industry because 
of historical conditions. The plant and facilities of other transporta- 
tion have relatively short lives on depreciable assets. 

The construction reserve would help in remedying this. It would 
enable management to plan ahead and undertake desirable changes 
in existing property and additions and betterments that are necessary 
to meet the transportation challenge faced by the railroad industry. 

If given a construction reserve, I am confident the industry, at 
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Jeast that portion of it having taxable incomes, would do much more 
modernization and replacement and do it faster. 

I believe the railroads would adopt new attitudes toward modern 
technologies and techniques if they were no longer forced by the taxing 
authorities to consider that the property on hand has a remaining life 
of such long periods. Congress could help in bringing about that 
change. 

Congress provided treatment somewhat similar to the construction 
reserve in the Merchant Marine Act. 

Everyone is familiar with the substantial public expenditures de- 
yoted to highways, waterways and airways. 

I have observed that within the past week the Secretary of Com- 
merce has placed before Congress a 5-year $2,783 million program 
aimed at modernizing the Nation’s air traffic control and nav igation 

stems, Without crit icism of any of these programs, I mention them 
only for the purpose of making a significant contrast. 

The railroads make the investment in their roadway and signaling 
and traffic control systems. They make it from their own funds or 
borrowing, all of which have to come from earnings, not before, but 
after payment of Federal income taxes, 

In the postwar period, the Santa Fe Railway alone has spent $32 
million for traffic- control systems, signals, and interlockers. We had 
to earn approximately $67 million before taxes to have the money to 
provide these traflic-control sys stems. I might add, as an interesting 
sidelight, that something over $5 million of the $382 million was spent 
on order of the Interstate Commerce Commission in its docket 29,543, 
titled “Appliances, methods, and systems intended to promote safety 


of railroad operations.” That order was issued June 17, 1947, and 
required installation of automatic train control, automatic stop or 
cab signal systems on lines over which any train is operated at a gn 


of 80 miles per hour or more, installation of automatic bloc or 
manual-block systems on lines over which any passenger train is 
operated 60 miles per hour or more or any freight train is operated at 
50 miles per hour or more. 

While the Santa Fe has more miles of traffic-control systems than 
any other railroad in the country, we still have a number of places 
where additional installations would make for more efficient train 
operation and round out the program for the whole railroad. 

These are costly installations. We have been doing some of it each 
year for quite a number of years; there just hasn’t been enough avail- 
able money to do it all at one time. 

Still before us for consideration for future installation of traffic- 
control systems are several desirable locations where the cost would 
approximate about $15 million. If we had the ample earnings and 
were prepared to make all of these installations as rapidly as the 
work could be performed, it would mean the improvement of about 
$15 million to a fixed property on en depreciation is presently 
allowed upon an assumed life of 25 years. The tax of this depreciation 
would be realized in slow dribbles over a a quarter of a century. 

The justification for these projects and their earlier accomplish- 
ment would be greatly enhanced by the construction reserve. This 
same philosophy applies to many other important projects which 
have been already on the drafting board, but are temporarily shelved 
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because of the deteriorating situation with respect to earnings after 
taxes, 

These include new freight-house facilities at Kansas City and Los 

Angeles, together estim: ited to cost approximately $8 million. 

A desirable line chs ange out in Arizona that would call for an outlay 
in the range of $12 million. 

I -roposed yard and freight terminal facilities at points in Texas, 
New Mexico, Kansas, and California, aggregating about $16 million, 

And, of course, the same thinking would apply not only on the 

Santa Fe, but on railroads, generally, with reference to carrying out an 
enl: urged program of fre ight- car acquisitions. 

In my opinion, there is no subsidy or Government gift at all attached 
to the construction-reserve proposal. No more than the cost of the 
property—less salvage—can ever be recovered through depreciation 
charges. The actual cost is simply recovered sooner. 

We speak of costs being recovered. Actually, that is a term that 
needs explanation. ‘The so-called recovery is represented by a charge 
against income. There is no forgiveness or recovery of costs from the 
Government. 

Depreciation, however timed, is an expense or a cost of doing busi- 
ness. It represents the annual estimate of value used up by wear and 
tear and obsolescence of property devoted to and used in the business, 
It is just as much a cost of conducting a business and just as much 
a deductible expense as wages paid to the crew that handles the 
equipment. But each dollar “of depreciation, just like each dollar of 
wages, properly reduces the Federal income tax by 52 cents. 

The railroads are not asking to take any more of a deduction than 
the amount they actually spend. There is no argument at all as to 
the amount of the deduction or the legitimacy of it. 

The question relates simply to the period of time in which the tax- 
payer is allowed to take it. What he takes now, he cannot get later. 

What you may do about changing the timing by adoption of the 
construction reserve will neither increase nor decrease the amounts 
allowable for tax purposes. Certainly, there will be no long-term loss 
of tax revenue to the Government. Quite likely, there will be no im- 
mediate loss or sharp decline in tax revenue. 

There may even be an immediate increase in tax receipts, as, con- 
ceivably, the adoption of the construction reserve could so stimulate 
capital expenditures as to put taxable income in the hands of builders 
and suppliers of railroad items and their employees right down to 
the source of raw materials to such an extent that the F sian al Treasury 
would realize greater net tax receipts. 

We have in the railroads an industry that is vitally essential to the 
economy antl defense, which is desperately struggling against rigid 
regulation and stiff inflation, and earnestly pleading for a chance 
to become healthy and modern again. 

It is asking no gift of the taxpayers’ money. It is asking, simply: 
Won’t you plea se remedy an enforced and continuing handicap upon 
our ability to improve our plant and efficiency so we can provide a 
better service to the public? 

This can be done by the construction reserve, which amount to 
nothing more than a change in the timing of admittedly legitimate 
deductions, as any amounts used from the reserve fund would reduce 
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the basis for determining gain or loss and for depreciation, for the 
urpose of Federal taxes. 

This stimulation of capital expenditures would have the definite 
effect of improving and stabilizing unemployment in the railroads and 
other supporting industries. 

ICC authority over intrastate rates: One of the most serious prob- 
lems confronting the railroad industry in the years since World War 
II has been their inability to adjust their rates, fares, and charges to 
keep pace with the rapid and steadily mounting cost of doing busi- 
ness attendant upon progressive inflation. 

Subjected as they are to strict regulations by the Interstate Com- 
merce Commission and the various State utility commissions, the rail- 
roads cannot increase rates to meet their constantly rising wage and 
material costs until they have applied for and received the necessary 
authority from these regulatory agencies. 

Securing authority for a general rate increase is a time-consuming 
process involving the preparation of voluminous evidence, public 
hearings, argument, and decision, and, during this period, the rail- 
roads must bear the full brunt of their increased costs without any 
corresponding increases in revenue. 

The adverse effects of this regulatory timelag are greatly accen- 
tuated by the division of authority between State and Federal 
agencies. 

In more recent years, the Interstate Commerce Commission has 
made efforts to streamline its procedures to avoid undue delay in in- 
creasing interstate rates. 

But corresponding increases in intrastate rates are subjected to ad- 
ditional and prolonged delays in many States, running from several 
months to as much as a year or more after the increases have been 
made effective on interstate traffic. 

Often the State commission has granted only a part of the increase, 
or has denied it entirely on important traffic, and, in some instances, 
a State commission has denied any increase at all. 

As a result, the intrastate traflic has failed to bear a fair share of 
the burdens of increased costs and the railroads have lost millions of 
dollars in revenue on this traffic during periods long after the in- 
creases in interstate rates. 

Since 1920 the Interstate Commerce Commission has had authority 
under section 15, paragraph 4, of the Interstate Commerce Act to ad- 
just intrastate rates which unjustly discriminate against interstate 
commerce. Thus where the State commission has denied a general in- 
crease in intrastate rates, the Interstate Commerce Commission has 
usually employed its authority to authorize such increase, but it has 
been reluctant to exercise its authority until the State commission has 
taken final action on the proposed increase. 

This has often meant delays of many months, or even a year or 
more, after interstate rate increases before corresponding increases 
have been permitted in intrastate rates. 

The extent of this time lag can be illustrated by the experience in 
the 10 States in which the Santa Fe system handles intrastate traffic 
in any substantial volume, namely, Arizona, California, Colorado, 
Illinois, Kansas, Louisiana, Missouri, New Mexico, Oklahoma, and 
Texas. 
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The most recent general freight rate increase authorized by the 
Interstate Commerce Commission, Ex parte 212, became effective on 
interstate traffic February 15, 1958. 

Today, more than 3 months later, Illinois is the only 1 of these 10 
States which has author ized an increase in intrastate rates. 

The Fx parte 206-A increase, effective on interstate traffic on 
August 28, 1957, more than 8 months ago, will have been made effee- 
tive on intrastate traffic in 6 of the 10 States by the end of this mont 
but the delay amounted to more than 7 months, or more, in all but 
2 of those 6 States. 

The Fx parte 206 increase, effective on intrastate traffic December 
1956, is now in effect at the intrastate level in 9 of the 10 States, but 
the delay ranged from 10 to 16 months in 5 of the States. 

Even the increase in Le parte 196-A has not as yet been made effee- 
tive at the intrastate level in Arizona, although it is in effect in the 
other 9 States, after delays of 3 to 12 months in 8 of them. 

The revenue loss to the railroads due to the long delay between 
the general rate increases on interstate traffic and the correspondin 
increases on intrastate traffic runs into many millions of dollars ea 
year. 

(On the Santa Fe alone the loss is estimated at $6,291,500 during the 
period from March 7, 1956, when the Interstate Commerce Commis 
sion’s decision in Fx parte 195-A became effective, to May 1, 1958, 
This is at the rate of about $3 million a year. 

The following tables shows this loss by States: 


State: Revenue loss | State—Continued Revenue loa 
ere $106, 000 i es $3, 000 
I ogi ce eisn sete cnce 2, 050, 000 New Mexico..-..._._ _ | 176, 5 
I a ion cet niet 122, 000 OG oo cisciivciecen 399, 000 
ce 61, 000 A im Bek 
Eee 1, 180, 500 —_—___—— 
TE nt 11, 500 Total revenue loss_. $6, 291, 500 


It is obvious that these losses have contributed—and are now con- 
tributing—to the serious financial problem confronting the railroads 
today. “The increased costs which the general rate increases are in- 
tended to meet are incurred on interstate and intrastate traffic alike 
and at the same time. 

The occasion for the ordinary general increase in rates stems from 
general increases in wages of r: ailroad employees and increased prices 
of materials and supplies purchased for use in the business. 

When we make a wage settlement with the employee organizations 
there is no distinction as between interstate and intrastate work, the 
same amount of pay increase is applied to both at the same date. 

When we buy materials and supplies at increased prices no one even 
asks us whether they are to be used in connection with hauling intra- 
state or interstate business, we pay the same price without “yegard 
to that. 

Actually, the same employees and same crews handle both intra 
state and interstate traffic in the same day’s pay and intermingled in 
the same movement. 

Obviously it is unfair to saddle interstate business exclusively with 
the whole of wage and price increases. It is equally obvious that 
intrastate business should bear its proportionate part of rate increases 
necessary to meet higher employee wages and other increased costs, 
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and there is no justification for the long delays before the increased 
rates can be applied to the latter. 

The railroads are in no position to absorb the increased costs of 
handling intrastate traffic and manifestly it would be unfair to shift 
this burden of costs to interstate traffic in the form of greater in- 
creases thereon, to make up for the deficiency on intrastate business. 

Mr. O’Hara. What about the increase of State taxes in some States ? 

Mr. Marsu. And that has been quite something, also. We have 
that situation to look at. We have had some States where our taxes 
have more than doubled in this postwar period. 

And there are many places where in some counties our taxes range 
up to 75 to 90 percent of all the school taxes that are paid in the 
county. 

Whatever added cost they have we have to absorb them. It is not 
a one-way street by any means, it should not be, because the request 
for freight-rate increases are caused to be higher by reason of the 
increases in taxes in the States. 

Mr. Wotverton. Mr. Chairman, if I may make a comment for the 
moment, for you railroad men feel that you are overly burdened with 
taxes, in your States where you operate, if you want a little relief, in 
thought at least, compare it with what the railroads have to pay who 
operate in the State of New Jersey and you will find no matter how 
bad off you are there are some that are worse. 

Mr. Marsu. Perhaps I should be glad that we are out in Kansas, 
Congressman Avery’s State, rather than in New Jersey, but it is fair 
to say that costs have gone up everywhere and State and local taxes 
have gone up everywhere, Kansas no less than the others. 

In granting the Interstate Commerce Commission its present au- 
thority over intrastate rates, the Congress has recognized the pre- 
dominantly interstate character of the railroad system, and this must 
not be obscured by purely local considerations which seem to greatly 
influence and actuate many State commissions both as to delay and 
degree of increases. 

The experience of the last 11 years has clearly demonstrated the need 
for legislation to insure prompt exercise by the Interstate Commerce 
Commission of the authority, which it already has, to adjust intra- 
state rates which discriminate against and operate as a burden on 
interstate commerce. 

Section 3 of S. 3778 is specifically designed to corrcet the situation 
I have described, by amendment to section 13 of the Interstate Com- 
merce Act. I hope you will give your most careful consideration to 
the enactment of legislation along these lines. 

The amendment would not only aid in reducing the time lag on 
general rate increases, but would also expedite Interstate Commerce 
Commission action on particular intrastate traffic. 

Where intrastate rates on a particular commodity are maintained 
at an unduly low level as compared to interstate rates on the same 
commodity, not only the railroads, but interstate shippers competing 
with local producers can be subjected to substantial mjury. 

Here again there is a real need to prevent undue delay at the State 
level where local pressures may be paramount. 

The proposed amendment to section 13 would also serve to clarify 
the standard which the Commission is to apply in the exercise of its 
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powers over intrastate rates in proceedings under section 13. The 
need for such clarification stems from the recent decisions of the 
Supreme Court of the United States in Chicago, Milwaukee, St. Paul 
and Pacific Railroad Company v. State of [llinois (78 Sup. Ct. 304), 
decided January 13, 1958, and Public Service Commission of Utah 
et al. v. United States et al., decided May 19, 1958. 

Attorneys who have studied these decisions are fearful that they may 
be construed as preventing relief by the Interstate Commerce Com- 
mission from intrastate rates which discriminate against and unduly 
burden interstate commerce, unless the overall results of the railroads 
entire intrastate operation on all traffic, both freight and passenger, 
are shown to produce such a discrimination or burden, and that they 
may otherwise greatly add to the burden as well as to the delays in 
obtaining relief from unduly low intrastate rates, 

In other words, it would not be sufficient to show that rates on a 
substantial part of a railroad’s intrastate traffic were so low as to 
produce an out-of-pocket loss; the Commission could not grant relief 
except on a showing of the total results of the railroad’s entire intra- 
state operations covering all types of traffic. 

Such a policy would not only impose an almost impossible burden 
of proof because of the impracticability of segregating the expenses 
of intrastate and interstate operations, but it is wrong in principle to 
expect operations to show a loss before relief is granted. 

There is, therefore, a definite need for the amendment proposed in 
section 3 to prevent the decisions in the Milwaukee case and the Utah 

case from being interpreted in such a way as to produce this result. 

This proposal for a larger Federal role in general railroad-rate 
adjustments is in no sense novel. The C ongress has assumed in the 
Railway Labor Act exclusive jurisdiction over the labor relations of 
the railroads. 

The wage adjustments made under that statute form the largest 
single element of the increased costs, requiring rate adjustments. 

Likewi ise, in the Federal Employers’ Li: ibility Act, the Congress ha 
for most practical purposes, preempted the field of the liability of the 

railroads for personal injuries of their employees. 

The same is true of the Railroad Retirement Act and the Railroad 
Veoneey ment Insurance Act. 

The Safety Appliance Act, and related statutes, as well as the Hours 
of Service Act, occupy practically all of their respective fields. 

Mr. Roserts. Does that conclude your statement, Mr. Marsh ? 

Mr. Marsn. Yes. 

Mr. Roserts. Speaking for myself, you have certainly enlightened 
me on the situation with reference to the deficiency in depreciation 
rates. I can see where that would certainly be a tremendous handicap 
to the industry, as far as planning and as far as trying to replace 
existing equipment is concerned. 

Now, in your annual report for 1957, you speak of the inflationary 
effect on your net income under the ICC accounting requirements as to 
depreciation of facilities covered by 5-year tax amortization certifi- 
cates, and state for 1957, this amounted to $914 million for Santa Fe 
or 39 cents a share of common stock. 

Is it your feeling that existing requirements have been proper or 
adequate to permit - you correctly to state the amount of your annual 
income ? 
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Mr. Marsu. It has been my feeling that they are not. We have so 
stated in a previous annual report, the one immediately following their 
order, which I believe was in 1951. 

There have been several schools of thought about it. I think it is 
fair to say that our thoughts on it were held by most of the railroads 
of the country. Our opinion was that the amount of the 5-year write- 
off, which is again just a matter of timing of certain depreciation 
deductions ths rt would come in over a period of time in any event, that 
the total amount of that 5-year writeoff should be charged to operating 
expenses. 

It is an accelerated depreciation, an accelerated depreciation rate or 
rate of depreciation, 

We thought that during this period when the writeoff is allowed that 
this equipment and other facilities are acquired under those condi- 
tions, the tax laws permit a writeoff of those amounts, that we should 
be consistent, we should charge the writeoff into operating expenses 
and take the tax deduction as it is. 

My own thoughts were, why try to make something appear normal 
in one respect that is anything but normal ? 

We are writing it off for tax purposes. There were some schools of 
thought that said, well, just charge in normal depreciation, just charge 
in what the tax would be on a normal basis and set up an equalization 
reserve to bring the effect of it back in in later years, that is spread it 
over some 35 or 40 years or more. 

What we ended up with is what I would call a combination where 
we charge in only normal depreciation against operating expenses, 
but we take credit in the current year for the full amount of tax effect 
of it, and it produces, as we said in the annual report here, a temporary 
inflation in earnings that does not quite, in my opinion, represent the 
true situation. 

We have, however, called that to the attention of our stockholders 
year after year. 

The effect of that amortization is running out. It is on a declining 
basis now and it will be gone entirely in a matter of a few years when 
all of the facilities are written off. 

Mr. Ronerrs. I think you have pretty well answered this next ques- 
tion, but I will go ahead anyway. 

Should the Commission have permitted you to charge an amount 
equivalent to the deferral of the income tax in the creation of a reserve 
out of which subsequently to pay the tax burden ? 

Mr. Marsn. You say should they have permitted it ? 

Mr, Roserts. Yes. 

Mr. Marsu. No, I don’t think so, not under the opinion I have 
with reference to how it would be properly handled. 

I think we should charge it entirely in the year in which we take 
it for tax purposes. 

Mr. Roperts. What is your position regarding H. R. 11527, a 
bill to provide Gover nment guaranty loans when the sues are 
used for capital improveme nts! 

Mr. Marsu. I would favor that. I would say in this industry 
there is not what you would call a common pocketbook; there are 
some roads with a rather slim pocketbook now, and I would favor 
that as a matter of temporary relief with the further comment that 
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certainly I think it is not a permanent nor lasting solution to the 
problems that have beset the railroads and that would be only one of 
a number of items that would be needed to put them on a healthy 
basis again. 

Mr. Roserts. You think that was more or less tailored to fit the 
needs of those roads that were not in a strong position, not in an 
income-tax-paying position at this time? 

Mr. Marsu. I don’t think that roads would use it that did not find 
the need for it; if their finances were such that they could weather 
the storm for a while, they would not use it right away. 

I do not know what this situation may come to if we do not get 
relief in the direction of the measures proposed in the subcommittee 
report. 

The situation with reference to a deteriorating condition is not 
peculiar to any one region or section of the country or any one rail- 
road. 

It is applicable to all of them. It is a matter of degree and maybe 
a matter of time. 

I would not say today that any other railroads might not find the 
need for such provision as H. R. 11527 in the future if some of 
these other measures of relief are not provided for the industry. 

Mr. Roserts. Thank you, Mr. Marsh. 

The House is meeting today at noon. The committee will resume 
sitting at 2 p. m. this afternoon, provided the situation on the floor 
permits. 

You can be back for questions this afternoon, Mr. Marsh ? 

Mr, Marsn. I had a 2 o'clock appointment over here at the dedi- 
cation of some new television facilities. I could be back at 4; yes. 
Did you say 4? 

Mr. Roperts. I said at 2. The committee would resume its sit- 
ting at 2. 

Mr. Marsu. It is at 2 I have an appointment, an invitation to at- 
tend some ceremonies over here. I could forego that if you express 
a desire to have me doit, sir. 

Mr. Roserts. I do not know any other way we can proceed, Mr. 
Marsh. I am sorry I cannot accommodate you. 

Mr. Marsu. I will be here, thank you. 

Mr. Wotverton. Mr. Chairman, I think we have been very fortu- 
nate in the character of witnesses that we have had to present the 
viewpoint of the railroad industry and allied industries. In each 
instance they have been practical. 

In looking through the testimony that appeared in the Senate 
hearings, I saw this witness has been with the Santa Fe for 39 years 
and 7 months. Certainly his appearance would belie that statement 
that he could have been so long in the railway service unless he be- 
came engaged in it contrary to the child-labor law. 

I would like to say this, that he as well as the other witnesses who 
have preceded him, have made very splendid statements, but unfortu- 
nately the better the statements which are made the more depressing 
the feeling that some of us have with respect to the railroad industry. 

Certainly your statement and the statements of those who preceded 
you have left me with a great depression as a result of the trials and 
tribulations you have outlined that you are going through. 
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I noticed an editorial that was given a large amount of publicity, 
a full page in many instances, an editorial ‘that appeared in some 
paper in Ohio. The purport of it was to say that if the railroad 
Industry ‘y was a new industry, it would be treate d more sympathetically 
than it has been in recent years, being an old industry, 

I think there is a lot to be said in that connection. 

It seems as if we have taken the railroad industry as something 
that _ established and needed no protection, no help, sympathy, 
and we have let it get where it is today by not having given the atten- 
tion to the conditions that it is facing to the extent that we should. 

So, Mr. Chairman, I think we are indebted to this witness and the 
others who have been here for the splendid statements that they have 
made. They should be most helpful to this committee. 

Mr. Avery. I would just like to comment on the mystery the gen- 
tleman from New Jersey pose «l regarding Mr. Marsh’s appearance in 
view of his long tenure with the Santa Fe Railroad. 

It is simply because a substantial portion of those years, Mr. 
Wolverton, were spent in Kansas. 

Mr. Roserts. The chairman would like to determine whether or 
not there are questions of this witness, because I do not want to have 
him come back unless it is necessary. 

Mr. Younger. I have only one short question which can be an- 
swered “yes” or “no. 

Mr. nica. All right, proceed. 

Mr. Youncer. Do you subscribe to the trans sports ition police vy, in the 
act which says that the inherent advantages of each mode of trans- 

ortation should be protected ? 

Mr. Marsu. I do, sir. 

Mr. Roserrs. Are there any questions on this side ? 

Mr. Friepe. No questions, Mr, Chairman. 

Mr. Roserrs. The witness is excused. I would not want to deprive 
a good-looking man from being on TV. 

Mr. Marsu. Thank you very much, sir. I would like to say I 
appreciate the opportunity of appearing before you and I am com- 
plimented by the remarks the two Representatives have made. 

(Thereupon, at 12:05 p. m., the subcommittee was recessed, to 
reconvene at 2 p. m., same day.) 
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FRIDAY, MAY 23, 1958 


Housr or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to recess, in room 1334, 
House Office Building, Hon. Kenneth A. Roberts presiding. 

Mr. Roberts. ‘The subcommittee will be in order. 

The first witness today is Mr. James M. Symes, president of the 
Pennsylvania Railroad. Is he present ? 

We have quite a number of witnesses today, and we are hoping that 
we can finish the list. If the witnesses and those in attendance at 
the hearing will give me your cooperation, I think we can. 

Mr. Symes, it is a pleasure to have you sir, and you may proceed 
with your statement. 


STATEMENT OF JAMES M. SYMES, PRESIDENT, THE PENNSYLVANIA 
RAILROAD CO. 


Mr. Symes. Thank you, sir. 

My name is James M. Symes. I am president of the Pennsylvania 
Railroad Co. I have been associated with the railroad industry for 
42 years, mostly in the operating department. 

I would like to express my gratitude for the opportunity which you 
have given me to appear in these comprehensive hearings. W hile it 
is my understanding you are looking into the problems of the railroad 
industry in general—and I will be glad to attempt to answer any 
questions you may have on any phase of the general situation—my 
testimony will deal primarily with the difficulties experienced in ob- 
taining State commission authority for the abandonment of heavily 
losing services, and to apply in intrastate service rates and fares 
authorized by the Interstate Commerce Commission for interstate 
services, 

While I will be discussing some of the problems facing railroads 
other than my own company, it should be understood that my views 
are being expressed on behalf of the Pennsylvania Railroad Co. only. 

In my testimony before your subcommittee on May 6, in connection 
with H. R. 11527, I emphasized that the really serious situation exists 
primarily among eastern railroads and is most acute for those lines 
which have a large volume of passenger business, and especially com- 
muter business. This latter is largely intrastate and is subject to 
primary regulation, both as to fares and services, by the State com- 
missions. 


297 








298 RAILROAD PROBLEMS 





Ample studies have been made which demonstrate conclusively that 
passenger services generally are performed at very heavy losses, 
As a result, the railroads which have a relatively larger share of this 
business inevitably get into trouble when the profitable freight busi- 
ness falls off substantially, as it has within the last year. 

I think everyone agrees that something must be done soon about the 

assenger service losses, because they seriously distort the real per- 

Somaenns of the railroads that have to e: arry them. 

For example, in the calendar year 1957, the Pennsylvania Railroad 
had net railway operating income from its freight service of over $100 
million. This had to subsidize the passenger service to the extent of 
$57,531,000, with the result that net railway operating income was 
only $43 million. After allowing for nonoperating income of $25 
million and miscellaneous deductions from income of $5 million, there 
was left available for fixed charges only $63 million. After paying 
fixed charges just under $44 million, we had net income of only $19 
million. And a consider able portion of those fixed charges went for 
equipment and facilities used exclusively in the passenger service. 

In the 10-year period 1948 through 1957, the Pennsyly: ania Rail- 
road had a passenger service net railway operating income deficit in 
every year, aggregating $523, 767,000 for the decade. It had a freight 
service net. rallw: ay operating income totaling $1,124,046,000 during 
the same 10 years. Because of the passenger deficit, net railway 
operating income totaled only $600,279,000 for a net return on _depre- 
ciated investment of only 2.49 percent. If the passenger service had 
just broken even, our net railway operating income would have been 
increased by the amount of the passenger service net railway operatin 
income deficit, for a total of 4.67 percent return on investment and, 
after putting it through for income taxes, the return would have been 
3.67 percent and, in dollars after taxes, we would have had $282 mil- 
lion more cash to use. 

If this were true, the railway industry problem would be much less 
serious. Our credit would be good. We would be able to take advan- 
tage of many technological adv: inces, to give our patrons the benefit 
of the better service and the lower rates thereby made possible. 

We could keep our equipment and facilities in much better condi- 
tion instead of accruing large amounts of deferred maintenance. We 
would have more nearly normal employment and purchases instead of 
having to cut our employment to alltime record lows, and reduce 
yurchasing to an absolute minimum. On the Pennsylvania we have 
had to defer all heavy maintenance. We are operating with equip- 
ment averaging 31 years old for our passenger lee t, and 27 years for 
freight cars, w ‘ith 26,000 freight cars now in bad order and not usable. 

We could own additional equipment to alleviate freight-car short- 
ages, with their severely hampering effect on both our patrons and our 
revenues. We would be in better position to adjust our freight rates 
to meet those of our subsidized competitors and to give even better 
service. 

But realities are different. The freight service is expected to sub- 
sidize the passenger service. As a result, the railroads are steadily 
losing freight business to their highway, waterway, and airway com- 
petitors, which not only are subsidized by Government but do not 
have to include in their charges a plus factor to subsidize a losing 
passenger business. 
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By and large, the various State commissions have long exhibited 
the attitude that the freight service of the railroads should be ex- 

ted to subsidize their passenger service. And this attitude was 
Packed up by the United States Supreme Court in its recent decision 
on the increase in commutation fares ordered by the Interstate Com- 
merce Commission under section 13 proceedings for the Milwaukee 
Railroad in its Chicago suburban service. The Supreme Court said 
that the railroad must first prove that it was losing money on its total 
intrastate business, both freight and p peocenge®, before it w as entitled 
to an increase on its heav ily losing suburban passenger service. 

The New York State Commission, in denying recent well-merited 
intrastate passenger fare increases, s said it was well known that the 
passenger business could not be operated at a profit, but it was the 
function of the freight service to make up its loss. And only last week 
an examiner for the New Jersey Board of Public 1 Itility Commis- 
sioners, in his report on our application seeking approval of the dis- 
continuance of one train each way between Trenton and Redbank, 
N. J., with the substitution of motorbus serv ice, recommended denial 
of the application on the basis that the proposed bus substitution 
would not provide “comparable” service and that data on freight 
revenues on the line have not been provided, so that it could not be 
determined whether the line was operating at a loss when all reve- 
nues therefrom and expenses in connection therewith were consid- 
ered. Thus, we are forced to continue a service on which we are losing 
$250 per day in out-of-pocket costs alone, and for which we filed ap- 
plication for removal in February of 1957, 15 months ago. 

That is the last time we filed an application. We have had applica- 
tions before the Commission for this service since 1942. 

There are about 20 schoolchildren moving a distance of about 15 
miles from Freehold into Trenton. A bus would amply take care of 
them. But they figure in bad weather or rainy weather the bus might 
be late and get the youngsters into school a little too late. So, there- 
fore, we have to operate the service at this great loss. 

Where we wish to discontinue through trains in interstate service, 
State commissions may require us to operate what we call ghost trains 
to represent their State’s s portion of such through train schedules. 
Typical ghost train operations the Pennsylvania ‘has been forced to 
run during the past 7 years include 1 couplet—1 train in each di- 
rection—between Steubenville and Day ton, Ohio, for 84 days, at an 
out-of-pocket cost of $128,000; 3 trains in "Indiana, involving a cou- 
plet between Richmond and Terre Haute, and 1 train between Chi- 
cago and Fort Wayne, for 543 days, at an out-of-pocket cost $396,- 
000: 1 couplet between Martinsville and East St. Louis, in Lllinois, 
for 235 di: uys at an out-of-pocket cost of $220,000; and one couplet be- 
tween Williamsport and Troy, in Pennsylvania, for 185 days at an 
out-of-pocket cost of $68,000. 

Since the spring timetable went into effect on April 27 of this year, 
we have been operating a couplet between New York and Trenton, in 
New Jersey, at an out-of-pocket cost of $250 per day. That has already 
cost us over $7,000 since April 27. It represents the New Jersey por- 
tion of two trains formerly operated between New York and Wash- 


ington. And, incidentally, between New York and Trenton we have 
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76 other trains operating. So there certainly is no lack of servieg 
to justify the operation of these two ghost trains. 

In addition, since the 1958 spring timetable went into effect, we 
have been operating 23 unnecessary local trains within the State of 
New Jersey at an out-of- pocket cost of $523 per day. These repre- 
sent trains which would have been taken off through “consolidation or 
“bobtailing” shortening the run—to operate between New York and 
New Brunswick, instead of between New York and Trenton, for ex. 
ample, which the New Jersey Board of Public Utility Commissioners 
has prevented our discontinuing. 

No other private business is expected to keep its production up when 
sales fall off. And that is in spite of the fact that practically all busi- 
nesses produce a product which is tangible, which can be warehoused 
and held for later sale. 

The railroads produce a passenger transportation service. It isa 
completely perishable commodity. If not used as produced, it is 
generally lost forever because it cannot be warehoused and held for 
later use. Yet the railroads are constantly required to operate serv- 
ices, particularly passenger, for which the market has disappeared or 
for which the demand has fallen off to such an extent that a heavy 
loss is involved in the production. For example, the ghost train 
couplet which the Pennsylvania was required to operate between Wil- 
liamsport and Troy, Pa., for 185 days, that I have previously men- 
tioned, averaged less than one passenger per day, with an average 
passenger fare revenue per day, including the trains in both diree- 
tions, of only 57 cents. And it cost the Pennsylvania Railroad $187.16 
in out-of-pocket cost alone every day to operate those two trains. 

Can you imagine any other business being required to do anything 
comparable ? Even the electric and gas utilities, which have a true 
monopoly, are not required to produce more than their customers 
wish to buy. 

Other businesses and other utilities are free to decrease production 
as soon as their sales decline. Not so the railroads. We must apply 
to State commissions for permission to reduce or even change service, 
to tailor it to meet actual current sales requirements. And the com- 
missions frequently take an excessive length of time to arrive at a de- 
cision. A recent compilation involving 6 trains in the State of Penn- 
sylvania and 13 in the State of New Jersey showed an average of 424 
days between the time we filed application with the Commission and 
the time approval for withdrawal of service was granted—364 days 
beyond the 60 calendar days, which certainly should be a reasonable 
maximum time for a decision. And this includes seven trains which 
we are still operating, since no decision has been reached. In 1 
case, involving 3 trains in the State of New Jersey, application was 
filed in July of 1956—nearly 2 years ago. Our out-of-pocket loss is 
$1.45 per day, and that loss goes on while we wait fora politically mo- 
tivated regulatory body to arrive at a decision. No wonder our pas- 
senger service suffers staggering losses. 

State commissions are reluctant to authorize train discontinuances 
even where there will still be service afforded to the territory involved. 
Illustrative of this is the fact that all of the 4,337 scheduled daily 
passenger train-miles removed or scheduled for removal so far this 
year have required hearings and approvals by State commissions. In 
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fact, some of those, scheduled for removal during the April 27 spring 
timetable changeover, we are still having to operate pending a com- 
mission decision, as brought out earlier in my testimony. 

As our business continues to leave us—to the highway or to the 
air—it becomes important to completely discontinue all service on 
more and more lines. And it is the removal of that last train which 
is both the most difficult for which to obtain authority and very im- 
portant from the standpoint of economy to the railroad. Much op- 
position to the removal of that last train comes from civic bodies 
and real-estate interests who believe the value of their property will 
depreciate if the area has no rail passenger service. It is not that they 
actually use the service; they just want it known that it is available 
if someone does want to use it. 

On the other hand, the railroad can realize the savings of only the 
out-of-pocket cost until all service is discontinued. And that out-of- 
pocket cost, representing the wages of train and engine crews, fuel, 
train supplies, and expenses and equipment maintenance, is less than 
half the fully distributed cost, which includes passenger stations, the 
maintenance of track and signal systems for passenger train speeds, 
and everything else that goes to maintaining the passenger service 
proper as opposed to the freight service. 

On the average, last year our out-of-pocket cost was $3.94 per train- 
mile, whereas the fully distributed cost was $9.25, and total passenger 
service revenues averaged $7.07 per train-mile, so that we lost, on the 
average, more than $2 on a full-cost basis for every passenger train- 
mile operated. Today our out-of-pocket cost is running $4.35 per 
train-mile, average revenue $6.92, and fully distributed cost $10.06. 
Naturally, if there is only one train remaining on a run, and that has 
no patronage, it ought to be removed. 

In 1951 the National Association of Railroad & Utilities Commis- 
sioners made a study of unprofitable passenger train operations in the 
United States for the month of May. This showed that there were 
then 1,191 individual passenger trains in the United States operating 
at a deficit, considering out-of-pocket cost only. These involved 7,- 
157,186 train-miles, with an out-of-pocket net loss of $7,035,365 for 
the month of May alone. And this did not include any suburban serv- 
ice or commutation trains. 

To quote from the 1952 Report of the Special Committee on Coopera- 
tion with the Interstate Commerce Commission in the Study of the 
Railroad Passenger Deficit Problem of the National Association of 
Railroad & Utilities Commissioners: 

* * * to the extent the passenger deficit is a burden upon freight traffic, the 
Interstate Commerce Act, as interpreted by the Interstate Commerce Commis- 
sion, not only permits, but requires, that freight service bear the burden in order 
to produce satisfactory aggregate earnings. Also, to the extent that passenger 
service fails to bear its share of joint or indirect costs, the act is interpreted to 
permit and to require that freight service bear the passenger portion of those 
costs. 

The imposition upon freight service of such direct and joint costs as may fairly 
be allocated to passenger service has important consequences upon the national 
economy. First, it adds to the difficulties of the railroads in meeting truck com- 
petition for carload freight traffic which is vital to successful operation of the 
railroads as private enterprises. Second, it makes clear the fact that the pas- 
senger deficit, or at least a portion of it, is eventually borne by the general public 
in the form of higher prices for all commodities the prices of which are affected 
by freight rates. 
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If there were no passenger deficit or if the passenger deficits could be very 

substantially reduced, it might reasonably be expected that the railroads ag q 
whole would more equitably distribute among all their patrons the burden of 
present costs of overall railroad operations, that the railroads would do a better 
job of meeting their Competition in both freight and passenger service, that 
they would be in a better position to initiate service improvements and that 
their credit would be improved by an increase in net earnings. In the light of 
these possible, if not probable, consequences of a material reduction in the 
passenger service deficit, it seems clear that a deficit of the present magnitude 
represents a problem of immediate concern to the general public and to the 
users of all railroad services, as well as to the railroads themselves. 

A less tangible but equally certain consequence of continued large passenger 
deficits is the impetus which they give to the regrettable trend toward greater 
Federal power and eventually toward Government subsidy or operation of the 
railroads. 

While there are no data extant as to the number of passenger trains 
operated at an out-of-pocket loss today, it is probably much greater 
than it was in May 1951. A special survey of the 70 railroads in 
the United States which operated passenger service in 1957 showed 
that they operated an average of 1,997 through trains and 3,641 sub 
urban service trains per day, a combined total of 5,638. The Penn- 
sylvania Railroad accounted for 235 of the through trains and 669 
of the suburban service, or a combined total of 904, or 16 percent of 
the national total. 

I am sure the committee would be interested in the action deemed 
necessary to overcome or substantially reduce the passenger deficit 
now occurring on the Pennsylvania Railroad, which we estimate will 
be $61 million this year, compared with $57 million in 1957. As 
stated, I am speaking only for the Pennsylvania Railroad in telling 
you what our studies show to be the only logical approach to the 
problem. Here it is, as to losses for handling commuters : 

With us, we operate commuter services principally in two areas— 
Philadelphia and New York—a slight service in the Pittsburgh area, 
Because of the huge number of people involved, it is in the public 
interest that the service be operated, 

It is apparent that we will not be permitted to charge compensatory 
fees. Private enterprise should not be called upon to subsidize a 
service that is required in the public interest. The public should 
support it. 

Therefore, [ believe—and there is a move now in that direction— 
that the city or State, or both, should perform this service. The rail- 
roads would operate the service as their agents and would provide 
the service requested by them insofar as it is practical to do so, and 
at fares prescribed by them. They would reimburse the railroads 
for the full cost of performing the service and retain the revenues 
received therefrom. Perhaps the profits, if any, would be divided 
as between the two: that is, the city or State and the railroad. 

To me, that is about the only practical answer that has thus far 
been advanced in solving this complicated situation. 

As to our through services between eastern seaboard points and the 
West, the so-called long-distance trains, I think we will have for many 
year to come passenger service between these areas—probably on a 
more restricted basis than we have today—with a so-called de luxe 
service, and at higher fares. In short, there will be less trains, but bet- 
ter trains and at higher fares that should substantially decrease the 
deficit. 
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As to our dense passenger service operating between New York, 
Philadelphia, Baltimore and Washington, the potential here is tre- 
mendous. Even with the improved highways skirting congested areas 
and with tunnels and bridges shortening distances, the parking prob- 
Jem is a major difficulty in every metropolitan area. Additionally, 
the time saving by air in this territory is not too much of a handicap. 
So our answer in this densely Sanaa area seems to be frequent 
service on symmetrical schedules at low fares, which could very well 
preserve the operation of this service at a profit for many years to 
come. 

While such a program as I have outlined may not completely over- 
come the passenger deficit, it would seem that it will go a long way 
in substantially reducing it. That is the objective we are working 
toward, but, unfortunately, it cannot be accomplished overnight. 

I would say that ICC jurisdiction over train withdrawals and fares 
should aid us in reaching the objective I have outlined, which is cer- 
tainly, I think, very much in the public interest. 

That completes my statement, sir. 

Mr. Roserts. Thank you, Mr. Symes. 

The gentleman from Georgia, Mr. Flynt. 

Mr. Friynt. Thank you, Mr. Chairman. 

Mr. Symes, with the situation which exists, for example, on the 
New York-Trenton run, if you can show a definite out-of-pocket loss 
on all sources of revenue attributable to the passenger operation, if 
the utilities commission or railroad commission in New Jersey, which- 
ever it may be called, renders an adverse decision on your application, 
do you have any right of appeal to the courts? 

Mr. Symes. No. 

We have the right, but we don’t very often get very far. 

I will say this, that we did have a case recently on short notice. On 
the April 27 timetable we made a lot of changes in through service, 
which were interstate, which we claim the New Jersey State commis- 
sion didn’t have any jurisdiction over, and they ordered us to run some 
of those trains. 

As a practical matter, we couldn’t do it. So that particular case 
we are in the court on, before a judge right now. What the outcome 
will be I don’t know. 

Mr. Fryntr. When you cite these figures of your out-of-pocket loss, 
do you take into consideration revenues attributable to that run from 
sources other than passengers ? 

Mr. Symes. Oh, yes. It takes in mail, express, dining room; any 
revenues in connection with the train. 

Mr. Fiynt. Are you familiar with the two exhibits submitted by 
Mr. Leighty in his appearance before the committee during the early 
part of this week ? 

Mr. Symes. I am not too familiar with them. I did glance at some 
of the figures, but he was far offbase in some of his figures. 

Mr. Fiynr. I refer specifically to his exhibits dealing with your 
application to discontinue trains No. 20 and 21, and 66 and 67, an 
application before the State of Ohio. Did you have occasion to 
examine those ? 

Mr. Symes. No; but I am familiar with the subject. 

First, take 66, which was the eastbound American running from 
St. Louis to New York, leaving St. Louis in the morning. 
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In addition to 66, the American, we had another train leaving there 
at approximately the same time, which was No. 4, the Texas Eagle, 
bringing cars in from Texas for New York. 

So the patronage on both trains diminished to the point where it 
was possible to consolidate 66 and 4. We did discontinue 66 in 
effect asa number. But the patronage and pullman cars and coacheg 
and mail that were on that train were put on No. 4, on a consoli- 
dated schedule. So the service was still there. It was a consolida- 
tion, and it runs from there, Indianapolis, by way of Dayton and 
Columbus through Pittsburgh. And the Ohio commission stepped 
in and tried to stop us from taking off No. 66, which dropped Tack 
to 4. 

There was the same identical thing in connection with No. 30, the 
noon train from St. Louis to New York. No. 20 was the evening 
train, 5 o’clock train, from Indianapolis to New York. No. 30 went 
through Indianapolis at 5 o’clock. The two trains had dropped off 
in patronage to the point where, instead of operating a separate train, 
No. 20 from Indianapolis to New York, No. 30 picked those sleepers 
up on the identical schedule from there to New York. 

Mr. Fiynt. Is it your statement and the position of the railroad 
which you head that the service to the public was in no way dimin- 
ished ? 

Mr. Symes. Absolutely. It wasn’t diminished at all. 

Mr. Fiynt. I think that is all I want to ask right now. 

Mr. Symes. I would just like to comment on Mr. Leighty’s state- 
ment again. I glanced over it the other evening, where he said that 
we did not operate and wouldn’t operate trains to the Army-Navy 
game in Philadelphia. Some of you heard him say that, I believe. 
And: 

We had a lot of congestion at our station at 30th Street, and the 
Brotherhood told us we ought to operate them. 

We are operating through trains into the stadium every Army-Navy 
football game, and have since 1931, except for the few war years they 
didn’t play. This last year we operated. 95 in there, 10 out of Wash- 
ington here and 15 out of New York, right into the stadium. We 
have operated as many as 37. 

We were going to operate 28 this year, but there were not enough 
passengers. 

Where he got his information I just don’t know. We have been 
operating those trains in and out of there ever since the Army-Navy 
game started in Philadelphia, and expect to continue so long as the 
patronage isthere. But he says we didn’t. 

Mr. Roserts. The gentleman from Maine. 

Mr. Hate. If the municipality of New York and the municipality 
of Philadelphia are paying the railroads to perform a commuting 
service they are, in effect, subsidizing people who live outside their 
limits. 

Mr. Symes. That is correct. 

In Philadelphia we are trying to work out now—and I am hopeful 
we are going to very shortly—an experiment of this kind that I men- 
tioned on what we call the Chestnut Hill branch which runs 10 miles 
up through the Germantown section of Philadelphia. That is all 
within the city. The other areas do go beyond city limits. This par- 
ticular one we are experimenting with is strictly in the city. 
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Mr. Hate. It is rather ‘amusing in a way that the city will hire you 
not to live in it—rather ridiculous in a way that a municipality will pay 

ople to live somewhere else. 

Mr. Symes. It is to their advantage to bring them in the city. 

Mr. Hate. I can see a great deal to be said for it from a practical 
standpoint. 

Mr. Symes. The big problem in the city is that if they don’t use 
mass transportation, they are confronted with all of this congestion 
and parking space which they don’t have, which are driving people 
out of the city, and that is the concern of Philadelphia. 

Mr. Hate. I think there is much to be said for your solution. 

This committee some short time ago had the question of local trans- 
portation here in the District of Columbia, and that was quite a 
headache, too. 

Mr. Symes. I think they all are, but I believe there is more construc- 
tive thinking going on in connection with it than I have seen for a 
Jong time. 

Mr. Hate. The commuter problem in the District does not rest so 
much on your shoulders as it does on those of the local transportation 

stem. 

Mr. Symes. That is right. But mass transportation in all these 
metropolitan areas seems to be a must job. We know in the studies 
we have made in Philadelphia that we can bring into Philadelphia 
in the peak period in the morning on one track what it would take a 
91-lane highway to bring in by private automobile. 

The economics in Toronto which were studied very closely, prob- 
ably more so than any, indicated that every $114 spent on mass trans- 
portation, like the subway, saved $4 in highway. And I think that is 
probably on the low side in most areas. 

Mr. Hare. That is all. 

Mr. Rozerts. The gentleman from California. 

Mr. Youncer. Mr. Symes, the recommendation that you have made 
as to a solution of your problem in your opinion necessitates a change 
in the law ? 

Mr. Symes. Ido. I think in order to carry out the program that we 
believe is the answer to this thing, over the long run should be imple- 
mented by ICC jurisdiction over these train withdrawals and on these 
intrastate fares. 

Mr. Youncer. You are rather firm in your conviction that they do 
not have that authority at the present time. 

Mr. Symes. No; they do not. Otherwise this whole program could 
be stymied. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Roserts. The gentleman from Minnesota. 

Mr. O’Hara. Mr. Symes, I was very interested in your statement. 
I was sorry I was late, and I came in when you were reading that part 
of your testimony on page 12, and you alarmed me a little bit by what 
you suggest. You state: 

Therefore, I believe, and there is a move now in that direction, that the city 
or State, or both, should perform this service. 


Speaking of the commuter service. 


Mr. Symes. Yes. 
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Mr. O’Hara (continuing) : 


The railroads would operate the service as their agents and would provide the 
service requested by them insofar as it is practical to do so, and at fares pre 


scribed by them. 

What do you mean by “prescribed by them”? By the State or city} 

Mr. Symes. City or State. 

Mr. O’Hara. Is that not an unusual approach ? 

Mr. Symes. No; I don’t believe it is. 

In other words, the reason I say that we would operate it as their 
agents rather than they operate it themselves is because of the labor 
situation. We have our labor unions. They have the seniority and 
so on, and, in order to avoid labor complications, we could, as their 
agent, do it with our labor, and that is the purpose of it. And the 
service that they want and at the fares that they prescribe. 

No; I don’t think it is. 

I mean, as a practical matter, that is the only way I see we could 
do it. 

Mr. O’Hara. I appreciate that the commuter service is a situation 
where most of the railroads that have operated that service, whether 
it is the Pennsylvania or any other road, have been operating it at4 
less-than-cost operation. Is that not so? 

Mr. Symes. That is correct. 

Mr. O’Hara. Have you been stymied by the public service commis. 
sions or railroad commissions of those States in getting the fares 
that you areentitled to? Have they been denied ? 

Mr. Symes. Oh, yes. I will give you a good example. 

Just a year ago now—the middle of May—we requested the Penn- 
sylvania Public Service Commission to authorize a 15-percent in 
crease in the commuter fares in the State of Pennsylvania, to be effec- 
tive June 15. 

We, at their request, postponed the effective date, so they could 
look into it, until July 15. 

Then we come to July and they postpone it until they can have these 
hearings, until, I believe, January 15. 

On January 15 they further postponed it. 

Then here a few weeks ago they denied it entirely. 

So now we are back in there again, starting the case all over again, 
and we have to put on people on all these suburban trains; and that is 
going to cost us, I imagine, a couple hundred thousand dollars to get 
an on-and-off record of everybody just to satisfy the commission with 
a formula that they think will give them a better outlook of this pas- 
senger situation. 

Why did they do it? 

In my opinion—I can’t prove this—it was done because of labor's 
appeal to the cities of Philadelphia and Pittsburgh, and those cities 
went in there and objected as a result of it. 

It wasn’t the passengers. There wasn’t a passenger, I believe, who 
appeared in the hearing. 

Mr. O’Hara. How much would it mean in dollars and cents? 

Mr. Symes. It would mean about $400,000 a year to us. 

Mr. O’Hara. How much would it mean in the daily fare of the 
average commuter ? 

Mr. Symes. Well, 15 percent. On the average, I would say about 
10 cents a ride. 
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Mr. O’Hara. Of course, most of the local transportation companies 
in all of these cities have had a number of increases in fares. 
Whether they operate streetcars or buses, they have been given those 
over the years. 

Mr. Symes. That is correct. We have had some increases over the 
years, too, but certainly nothing the way the costs have gone up. 

Mr. O’Hara. Thank you, Mr. Symes. I assure you I will read the 
statement, which I am interested in. 

Mr. Hate. I want to ask a question. 

Mr. Roserts. The gentleman from Maine. 

Mr. Hate. In this statement, Mr. Symes, you refer to couplets. 
That is a term in the railroad industry. What does that. mean 
exactly ? 

Mr. Symes. Couplets? 

Mr. Hate. Yes. 

Mr. Symes. That is where a train makes a round trip. We call 
them couplets. 

Mr. Hate. A round trip is what you call a couplet? 

Mr. Symes. Yes. 

Mr. Roserts. Mr. Symes, in your annual report I note that just 
before you reach the bottom of the page on page 7 under the sub- 
heading “Corrective program,” you set forth a program covering 

assenger service which would assign to the Interstate Commerce 

ommission sole authority to allow the discontinuance of service if 
revenues did not cover full costs. 

Mr. Symes. That is right. 

Mr. Roserts. Is that the same proposal for which you are here 
today ? 

Mr. Symes. In effect, it is. That was before we had that Senate bill. 
It varies slightly, but, in effect, it is the same thing. And I would 
advocate strongly support of the Smathers bill—I forget the num- 
ber—as it treats this ICC jurisdiction. 

Mr. Roserts. Do you mean that the proposal is predicated upon 
the railroad covering its full cost from any service ? 

Mr. Symes. I am speaking of passenger services there. 

The number is S. 3778. I think the treatment that they give the 
passenger service in putting it under the jurisdiction of the ICC is 
what I favor as a practical matter. 

Mr. Roserrs. That act is the basis on which you now make rates? 

Mr. Symes. On cost? 

Mr. Roserts. On full cost. 

Mr. Symes. We try to, but, of course, I am not an advocate of 
making rates on full cost in all cases as long as they are compensa- 
tory and can contribute to net, which they can in a great many cases. 

Mr. Roserts. I think that clears it up. 

What is your position regarding H. R. 11527, which is a bill to 
provide Government-guaranteed loans and opportunity for capital 
improvements ? 

Mr. Symes. As I testified a couple of weeks ago, I think the bill is 
fine and with a few suggested amendments or changes, one of which, 
instead of it being 90 percent, it ought to be 100 percent. 

I am not sure that the House bill had it or not, but it should be 
beyond capital expenditures. I think it should include funds for 
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other purposes, such as meeting perhaps, or a portion of it, operating 
expenses or even maturities, and make it strictly an emergency, 
And I think the date should be extended. 

As I remember now, the bill says “March 31, 1959.” I think it 
certainly ought to go to the end of 1960 or maybe into 1961 because 
between now and 1959 is not too great a time and these railroads are 
going to need some help, in my opinion, because of the backlog of 
def ferred maintenance and particularly in the number of shop cars, 

When we get this upswing in business, it is not going to put the 
money into net. It is going into maintenance to tr Vv to pic ‘k up these 

‘ars to handle the business and avoid what otherwise is going to be 
a very serious shortage in this country. 

Mr. Roserrs. You mentioned in your statement tlie age of some of 
the equipment. I believe—I can’t seem to find it. 

Mr. Symes. It was 31 years. The average age of our passenger 

ears is 31 years, and our freight cars is 27 years. 

Mr. Rozerrs. Would you say that if these proposals become law, 
practically all of that equipment would be replaced ? 

Mr. Symes. You mean this emergency loan ? 

Mr. Roserts. The 30-year-old cars. 

Mr. Symes. I want to make it clear that the emergency loan, as you 
know, is under the jurisdiction of the ICC, and it would have certain 
qualifications to meet the requirements of a loan. As of now, the 
Pennsylvania Railroad couldn’t do it. In other words, that loan 
would not be available to us right now. The way we are going, how- 
ever, it might very soon be because we have lost just short of $20 
million. That is, we are in the red, the first 4 months of this year, 
and it looks as though May and June will likewise be in the red toa 
substantial degree, which will mean 8 straight months of operating 
in the red, at a figure of nearly $30 million, and, as a result, if that 
thing would continue very long, we “— certainly be in here under 
this emergency loan. But as of now, I don’t see the necessity for it. 

In addition, we did 4 years ago, as Mr. Leighty commented, tie up 
with the banks a $50 million emergency loan, and we still have it and 
have not used it. 

Certainly the ICC, as long as we have that commitment, would not 
loan us money under this bill, and I wouldn’t expect them to. 

Mr. Roserrs. I noticed, too, that you favor, with reference to 
management of service, and I assume probably with reference to rate- 
making, too—— 

Mr. Symes. That is correct. 

Mr. Roperrs. The Smathers proposal. Were you here the other day 
when Dr. Baker testified ? 

Mr. Symes. I just stepped in when he was getting off the stand. I 
didn’t hear it, sir. 

Mr. Roperts. Are you familiar with his proposal of giving the State 
commissions 45 days in which to act, and then, if they do not act, it 
would go to ICC? 

Mr. Symes. No: I didn’t hear that, sir. 

Mr. Roserts. I believe that is all. 

Are there any further questions ? 

The gentleman from California. 
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Mr. Youncer. Mr. Symes, your later statement kind of confuses 
me a little bit. Do you believe in the transportation policy that is set 
forth in the act ? 

Mr. Symes. I certainly do. 

Mr. Youncer. Then how can you preserve the inherent advantages 
of each mode of transportation unless you adhere to the full com- 
pensatory rate ¢ bal . i 

Mr. Symes. I don’t believe you can do it in every case. I don’t think 
any businesscan. But, in principle, I agree with it. 

Mr. Younger. I know, but who is going to determine when it is to 
be applied? Is it all right in a case where you want to destroy one 
truckline ? 

Mr. Symes. No, no; I wouldn’t want to do that. 

Mr. Youncer. Who is going to determine when ¢ 

Mr. Symes. I think the ICC. 

Mr. Youncrer. You would come to the point where every rate has 
to be determined by a full compensatory line of evidence. 

Mr. Symes. I agree with you 100 percent in principle. 

Mr. Younerr. I agree not only in principle but in fact. I do not 
see how you are going to operate otherwise, because in a case where 
you have the competing modes it looks to me as if you cannot operate 
half slave and half free. You have to go down the line on a fully com- 
pensatory, nondiscriminatory rate. 

Mr. Symes. In every case? 

Mr. Youncer. In all cases. I do not see how you can preserve the 
inherent advantages of any mode of transportation in competition 
unless you do that. 

Mr. Symes. I don’t mean lose money on it to get the business. Abso- 
lutely not. But if it contributes to net, I think we ought to have cer- 
tain leeway on it. 

Take, for example, this passenger business. And I will use round 
figures where we say out-of-pocket cost per train-mile is $4, the revenue 
is $6, and the full cost is $8. 

I have the investment. I have all of the equipment. Certainly I 
couldn’t, as a good business manager, take off a train that is earning 
$6 to save $4 even though I know the full cost is $8. That is our big 
problem. 

Mr. Youncer. And yet you deny the right, that same right, to the 
State regulatory authority which says that you have to take into 
consideration your freight rates and everything else. 

Mr. Symes. | agree. 

Mr. Youncer. You say they should not have that right? 

Mr. Symes. They certainly shouldn’t. 

They won’t let us take off trains that are operated with out-of- 
pocket: loss. 

Mr. Youncer. I agree with that, but I do not see how you can have 
part fish and part fowl. It just does not make sense to me. 

I am not a railroad man, but if you are going to permit that, then 
the railroad is going to come in and say, “Now this isn’t fully com- 
pensatory because of this and that, and so forth, but we can substan- 
tiate this rate.” 

The trucklines have established a rate that is way below yours, and 
you can go in and pick out a truckline or an inland waterway and 
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say, “Well, now, for this reason or that reason and some other reasoy 
we can substantiate this rate.” And it may be way below the truck 
rate or way below the water rate. Yet, if you had to analyze it and if 
you had to give arguments to substantiate it as a fully compensatory 
rate, you could not do it. 

Mr. Symes. On a full cost basis. 

Mr. Younger. That is all, Mr. Chairman. 

Mr. Roserts. Thank you very much, Mr. Symes. 

Mr. Symes. Thank you, sir. 

Mr. Roserrs. The next witness is Mr. James F. Pinkney, of the 
American Trucking Associations, Washington, D.C. 
Mr. Pinkney. 


STATEMENT OF JAMES F. PINKNEY, GENERAL COUNSEL, ACCOM- 
PANIED BY ALLEN C. FLOTT, ASSISTANT DIRECTOR, DEPART- 
MENT OF RESEARCH, AMERICAN TRUCKING ASSOCIATIONS, INC., 
WASHINGTON, D. C. 


Mr. Pinkney. Mr. Chairman and gentlemen of the committee, my 
name is James F. Pinkney. I am general counsel of the American 
Trucking Associations, Inc., 1424 16th Street, NW., Washington, D. G, 

We understand that the purpose of this hearing is to consider three 
subjects which have been before the Senate Subcommittee on Surface 
Transportation but on which there are no bills pending in the House, 
at least no bills introduced by this committee or any member thereof. 

I understand there is a bill similar to S. 3778 which was introduced 
over here last week which is identical to the one pending in the 
Senate. 

For the purpose of this discussion, therefore, we assume that dis- 
cussion on the Senate subcommittee report and the statutory language 
in S. 3778 to be the matters under consideration. 

Our interest is primarily in the subject referred to as competitive 
rates. We are not directly involved in the proposals dealing with 
the abandonment of service and intrastate rates. We are included in 
the proposal for the establishment of construction reserve funds. 

The trucking industry favors the last-mentioned proposal, which 
is designed to encourage the replacement of carrier facilities and 
necessary modernization of the carrier plant by creating a construc- 
tion reserve fund on the books of common carriers. 

The current financial problem of the railroads is likewise present 
in the trucking industry, particularly in the eastern section of the 
United States where the railroads seem to be in most serious trouble. 

For the past several months many of our largest trucklines have 
been suffering from the effects of the current business recession, and 
it may well be that for them to continue to render good service to the 
public they will require such temporary financial relief. While this 
device may not be used by our people to anywhere near the extent 
it may be used by the big eastern railroads, we nevertheless feel that 
it should be made available to the regulated trucking industry. 

While I have not made a detailed study of the statutory language 
suggested in S. 3778, our preliminary examination of this leads us 
to believe that it is a sound proposal and one which should go far 
toward solving the problem of carriers in distressed circumstances. 
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COMPETITIVE RATE PROPOSALS 


As we have indicated here and before the committee of the other 
House, there are a number of the proposals recommended by the Sen- 
ate subcominittee which we actively favor. Insofar as the competi- 
tive rate proposal is concerned—section 5 of S. 3778—we feel very 
strongly that it would not be in the public interest to make such a 
change in the rate provisions of the Interstate Commerce Act. We 
have been searching hard and diligently for some solution which 
would resolve this question in a manner satisfactory to all concerned. 

We feel that the problem is largely one which, on the surface at 
least, should be susceptible of solution by the discovery of words 
which, on the one hand, would make it clear that the Commission 
should not hold up the rates of one form of transportation solely to 

rotect another form, but, on the other hand, also make it clear that 
it is not intended by such language adversely to affect the rate struc- 
ture of this country or permit destructive or unfair rates and prac- 
tices. 

The trucking industry seeks no change in the act, but the railroads 
are most insistent upon some change, and the problem that has been 

d to us is one of giving up in some degree our position without 
at the same time having action taken which will inpinge upon the 
industry’s vital interests. 

Let me say in passing that of the many proposals contained in the 
subcommittee’s report and that are before this House and on which 
you have held hearings, the only one of serious concern is the one on 
competitive ratemaking. As I have just indicated in part, we do not 
seek to stand in the way of any of the other proposals which deal 
with the truly serious problem of some of the railroads, and, of course, 
we are very much in favor of some of the other proposals such as the 
one dealing with the agricultural exemption problem. 

Mr. Roserts. Is that in your prepared statement ? 

Mr. Pinkney. I did not have that in my prepared statement. I 
return to my statement on page 3. 

Mr. Rozerts. Are you returning to your prepared statement now ? 

Mr. Pinkney. I am now back on my prepared statement, page 3. 

The railroads for the past 3 years have been making a major effort 
to gain what they choose to term more freedom to compete. They 
have inserted or promoted the insertion in a very large number of 
magazines, newspapers, speeches, and other means of expression the 
theme that the Interstate Commerce Commission is preventing the 
railroads from exercising their inherent advantages by holding up 
their rates solely to protect their competitors. They contend there 
must be something placed in the law which will prohibit the Inter- 
state Commerce Commission from thus holding an alleged umbrella 
over the rates of their principal competitors. 

As we have heretofore stated to you, we do not agree that the Com- 
mission does hold an umbrella over our rates, and we do not advocate 
such a policy on the part of the Commission. 

We think it not only can but that it has been demonstrated that the 
Interstate Commerce Commission does not condemn reduced competi- 
tive rates solely for the purpose of protecting competing modes of 
transportation, although on rare occasions language can be found in 
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their decisions indicating that they might be doing so. I refer to de- 
cisions that go back 5, 6, 7, 8, 9, years, none in the last 5 years, so far 
as I know, cited by anyone. On this point, it seems to us that the 
facts contained in two Commission expressions are conclusive. 

First, let me read from an excerpt from testimony of the Chairman 
of the Interstate Commerce Commission before the surface transporta- 
tion subcommittee of the Senate, March 28, 1958—I got him because 
this is a factual statement and I believe these facts to be correct. 


Exclusion of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs contained 
hundreds of thousands and probably million of rates. It is our estimate that 
98.3 percent of these tariffs became effective without protest or restraint by 
the Commission. Of the remaining 1.7 percent which were protested, about 
85 percent (of the 1.7 percent) were, nevertheless, permitted to go into effect 
without suspension. This left about one-fourth of 1 percent of the total ip 
which the voluntary action of the carriers was restrained by the Commission’s 
exercise of its investigation and suspension powers. In almost one-half of the 
cases suspended pending investigation, the proposed rates were approved upon 
completion of the proceedings. And so, instead of the specter of a meddling 
Government unwarrantably preventing what the carriers regard as the proper 
exercise of their managerial responsibilities, we find that a bare one-eighth of 1 
percent of their proposals are condemned, Among this one-eighth of 1 percent 
are found the proceedings which are repeatedly cited as examples of persecution 
and outrage. 


On this same point, Commissioner Arpaia, 1 year earlier, on Febru- 
ary 27, 1957, recited the following facts: 


Railroads alone file with the ICC an average of over 3,000 rate changes every 
working day of the year. During the year 1956, how many rates out of the 
million or more rate changes filed by railroads were adjudged to be unlawful 
by the Commission after protest by competing forms of transportation? Ten 
thousand’ Two thousand? One thousand? One hundred? No. Just exactly 
12. How much traffic was involved in these 12 cases? In other words, how badly 
hurt were the railroads by our finding that these rate changes were unlawful? 
If they had been able to obtain every single pound of the traffic involved, from 
competing forms of transportation, which, of course, is hardly likely, they 
could have added only $1,228,879 to their gross revenue; $1,109,359 of this 
amount from water carriers and a mere $119,520 from motor competitors. This 
represents only eleven-thousandths of 1 pereent of the total revenue of rail- 
roads for the year 1956. 

This committee will recall that the principal burden of the railroad 
complaint 2 years ago was that the Commission was allocating traffic 
between the several modes of transportation on a so-called fair-share 
basis. 

We believe that the testimony which was placed before the House 
committee in the hearings in 1955 on the so-called Presidential 
Cabinet Committee report, and subsequently on the rail-sponsored 
“three shall not” proposal, conclusively demonstrated that the Com- 
mission was not attempting so to divide the traffic. 

Inasmuch as nothing more has been heard of this argument from 
the railroads, we assume they have abandoned it in favor of their 
current line which appears to be equally without substance as the 
statistical data of the Commission proves. 

However, assuming for the sake of the argument that the Com- 
mission has on rare occasions placed minimum limits on the rates 
of one mode of transportation for the purpose of protecting another 
mode, we feel that any statutory limitation placed upon the power of 
the Interstate Commerce Commission in connection with the exer- 
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cise of its minimum rate power—to keep it “honest” in this respect— 
would do far more harm than good. 

At the present time the Commission is simply directed by the 
Congress to see that all rates are just and reasonable. 

In the determination of just and reasonable rates, the Commission 
presently looks at all pertinent facts, including the cost of the serv- 
ice where that is or can be known; the rates of both the carrier seeking 
a change as well as the rates of its competitors; the value of the com- 
modity and the value of the service; and, in the interest of preserving 
a reasonably uniform and equitable freight rate structure, it con- 
siders whether the rate is lower than necessary to meet competition; 
whether the rates are so low as to destroy competition; whether the 
rates will throw an undue burden on other traffic; and whether the 
rates will jeopardize an entire rate structure. 

We submit that in making of freight rates, which is essentially a 
legisl: ative process, the rate-fixing body must be permitted to exam- 
ine all of the facts, just, I might say, in the manner in which this 
committee examines all of the f: cts as a preliminary step to making 
a legislative recommendation. 

If the Commission must wear blinders and ignore facts such as 
the fact of competition or the effect of rates on the existence of com- 
petition, it seems to us that it will be impossible to maintain either 
a sound rate structure or a sound national transportation system. 
It will also be extremely difficult, if not impossible, for the Commis- 
sion to protect the public at large : against discrimination, preference, 
and prejudice, and unfair and unsound competitive practices in our 
economy at large. 

As I will bring out in a moment, the objective the Congress has 
set is the establishment of just and reasonable rates for all. To 
arrive at this objective the agency to which you have delegated this 
responsibility must consider ‘all facts bearing upon the accomplish- 
ment of that objective. 

Every pr ‘oposat] that we have seen, including the one presently found 
in section 5 of S. 3778, would inject a neg: itive element or elements 
into the exercise by the Commission of its quasi-legislative power 
delegated to it by you. 

Let me add at this point, gentlemen, that the Interstate Commerce 
Commission the other day presented, as an alternative proposal, lan- 
guage which we presently have under study, and a cursory examina- 
tion of that language would indicate that it does not contain nega- 
tive elements. But I am not prepared to go into the details of that 
offer which was made by the Interstate Commerce Commission over 
on the Senate side, accompanied by the statement that the Interstate 
Commerce Commission still insists that no change is necessary or 
desirable. 

Mr. Roserrs. Could you furnish that language to the committee? 

Mr. Pinkney. Yes, Mr. Chairman; I shall be happy to do so. 

It is my understanding that the Commission furnished this com- 
mittee with its statement before the Senate pursuant to the request 
of Chairman Harris the other day. So you may have it in your 
records, but IT shall be happy to furnish you with a copy also. 

Mr. Ropnerrs. I am advised by the staff that we do not have it in the 
file. So, if you would furnish it to be attached to your statement, we 
would like to have it. 
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Mr. Prnxney. I would be happy to do so, sir. 

(The matter referred to follows :) 

(3) In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a proposed rate is lower than a 
reasonable minimum rate, shall consider the facts and circumstances attending 
the movement of the traffic. Rates of a carrier shall not be held up to a pag. 
ticular level to protect the traffic of a less economic mode of transportation, 
giving due consideration to the inherent cost and service advantages of the 
respective carriers. 

Mr. Pinkney. Every such proposal, of course again excepting this 
recent Interstate Commerce Commission language, of course includi 
the now discredited “three shal] not” proposal, which was first ad- 

vanced but has now been repudiated by the Department of Commere, 
would prevent your agency, the Interstate Commerce Commission, 
from considering all of the facts in determining whether a rate ig 
just and reasonable. All of these proposals that we have seen would 
place blinders on the Commission and force it in a great many cases 
to consider particular rates in a vacuum. 

The problems in ratemaking have not changed since common-law 
days when the judicial and later the legislative standard laid down 
was that rates shall be reasonable. In more recent times the concept 
of justness as well as reasonableness was added to cover the problem of 
discrimination, preference, and prejudice. 

In this connection it is interesting to note that in A. D. 1691 
the English Parliament enacted a statute which authorized the justices 
of the peace in each county to determine reasonable rates by common 
carriers. The carriers were required to post such rates, and punish- 
ment was prescribed for those who varied from them. Thus it can be 
seen that the concept that regulation is needed to insure reasonable 
freight rates is centuries old. 

We know of but few instances in the history of regulation where 
a legislative body has attempted to prescribe in detail the affirmative 
standards to be applied in the determination of just and reasonable 
rates, and we know of no instance where the legislative body has laid 
down negative standards such as have been contained in all of the 
recent railroad proposals. It obviously has been the experience and 
judgment down through the centuries that a broad standard should 
be laid down and the exercise of its application left to groups of 
experts. 

As the late Joseph B. Eastman, one of our greatest transportation 
minds, put it in one of his opinions (C harges for Protective Service 
to Perishable Freight, 241 ICC 503, 510): 


The question [of fixing rates] cannot, however, be answered by any mathe 
matical test, for, as all who are well informed on the subject know, reasonable 
freight rates have in the past been determined, not by any close adjustment to 
a finely calculated cost of service, but by the exercise of a judgment informed 
by experience after consideration of various factors which are deemed to be 
pertinent. 


We have been asked to make suggestions as to how the act might 
be amended so as to remove the occasion for so much complaint by 
the railroads about a problem which we say does not in fact exist. 

I hope that I have demonstrated by what I have just said that it is 
not only nearly impossible but also dangerous to attempt to circum- 
scribe the quasi-legislative work of a regulatory body by tc!ling it 
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that it must, in fixing freight rates which are just and reasonable in 
the interest of shippers and the sound growth of this country and its 
en} ignore or close its eyes to the rates of competing carriers 
and the facts surrounding the operations of those competing carriers. 

Considering the tremendous difference in the conditions surround- 
ing the mov ement of the different types of traffic, differences in the 
eficiency of carriers both within the same mode as well as the different 
modes, freight rates that are just and reasonable cannot be fixed on 
the basis of looking at a particular movement of particular traffic, 
nor can they be fixed without regard to the competitive facts of life. 
Any attempt to do so would inevitably result in a rate structure which 
would not take into consideration the even development of our coun- 
try, would favor the large community at the expense of the small, 
would favor the large shipper at the expense of the little one, and 
would tend toward the creation of monopolistic situations which 
would be extremely difficult to control, and I do not here refer to 
monopoly in transportation. 

We feel that there can be only one reason why the railroads want 
a change, and that is so that they can, without restraint by any 
referee, engage in competitive warfare designed to capture the traffic 
of their competitors. And by competitors, I mean the regulated 
motor carriers of the United States. 

If the Congress should be disposed to free transportation from com- 
petitive restrictions—and it is unthinkable that that could be so—then 
Congress should remove all restrictions, including those which con- 
trol competition between railroads as well as competition between 
railroads and trucklines, and let us all have at it. There would be 
few solvent responsible carriers of any kind left after a year or two 
if that were done, just as there are apt to be few of our highly or- 
ganized truck and barge lines left if you destroy the Interstate Com- 
merce Commission control over minimum rates, which all of the pro- 
posals we have analyzed would do in greater or less degree. Beyond 
that, and of even greater importance, the results to our economy 
would be even more deadly. We would have the wildest sort of dis- 
crimination which would most certainly wipe out small business and 
areas and communities dependent upon some one carrier. 

As stated above, all of the proposals that ha ave been brought forward, 
including the proposal in section 5 of S. 3778, are subject to the same 
disability as the original “three shall not” proposal and must be con- 
demned for the same reasons. 

We have conscientiously searched for language which would put an 
end to the plaintive and, to us, monotonous cries of the railroads to 
the effect that the Commission holds an umbrella over the rates of the 
regulated trucklines. We have failed to find any meaningful lan- 
guage which will stand up under analysis which would, on the one 
hand, guarantee that the Commission would never strike down a rate 
solely to protect another mode and, on the other, have no adverse effect 
upon the rate structure of the country. 

We submit that the language under discussion would— 

(1) Put into the statute the first of the “three shall nots” and, by 
inference, the other two. Among other things, if these are in the 

and I read from the report of the Secretary of Commerce of 
28621—58——21 
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April 22 of this year, in which he sent over his most recent ideas about 
transportation policy and legislation, and the Secretary said, with 
“three shall nots” in the law— 

* * * the Commission would appear helpless to prevent practices by carriers 
which could be stopped under the antitrust laws if the competitors were not 
carriers, 

(2) Force the Commision to act in competitive rate cases without 
benefit of all pertinent facts. 

(3) Prevent effective regulation of rate relationships between rail- 
roads and their competitors which will result in the impairment of 
shippers’ ability to reach markets on a fair competitive basis. 

(4) Exclude in competitive rate cases the admission of evidence or 
anything other than rate facts. 

( ) Inc ‘line the Commission to permit rates to gravitate to clanger- 
vusly low levels. 

(6) Shift the burden from one type of traffic to another. The rates 
of high-valued and luxury items would tend to be forced down; those 
on raw ge als and agricultural products would be forced up. 

There are a few addition: al facts that bear upon the railroad prob- 
lem that we wa to call to your attention. 

The problem of the rails is not one of rates; it is one of deficits in 
many of their Services ; as Mr. Symes has so forcefully pointed out 
here this morning, the situation of the railroads with respect. to pas- 
sengers is a deplorable one. They have an annual passenger deficit 
estimated to be approximately $700 million. 

Mr. Chairman, at this point an error appears in my prepared state- 
ment. I state next, “they lose money on their less carload freight and 
they lose money on mail and baggage.” 

That phrase should be stricken because the losses on mail and bag- 
gage are inc luded i in the $700 million figure; “and they lose money on 
mail and b: aggage” should be stricken. 

Mr. Roserts. Before the period. 

Mr. Prnxney. Yes, sir. 

In the next line, where I say “a billion dollars,” that should be “$800 
million.” So it should read: 

They have an annual passenger deficit estimated to be approximately $700 
million, and they lose money on their less carload freight. These losses aggregate 
in the neighborhood of $800 million a year to the class I railroads. Those losses 
plus the impact of the current business recession are the cause of the plight of 
such of the railroads as are in trouble, notably the New York Central and the 
Pennsylvania. 

This point is forcefully demonstrated by the following chart which 
shows that but for the passenger deficit alone, the class I railroads of 
the country would have had a rate of return on investment in excess 
of 6 percent. You will note in that chart that their net railway operat- 
ing income from freight service has gone up since 1921, reaching @ 
figure of $1,764.9 million, whereas passenger service has gone down 
to the point where the deficit reached the figure of $696.9 million in 
1956. The rate of return, considering that passenger deficit, has been 
low, generally under 4 percent, in recent years. Had it not been for 
the passenger deficit, it would have been in excess of 6 percent. 

One interesting sidelight on the more than three-fourths billion pas 
senger deficit is that if the railroads succeeded in ti aking from all of the 
regul: ited motor carriers all of their traffic—and then succeeded in 
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making the same profit on it that all of those motor carriers made last 
year ($200 million), those profits would offset only one-third of their 
passenger deficit alone. 

I might say they would get considerably less at the present time, 
because our recent statistical data indicates a very sharp decrease in 
the first quarter of 1958 of the profits made by the classes 1, 2, and 3. 
motor carriers of this country. 

Other aspects of the rail case to prove this point are rather interest- 
ing. One refrain running through their massive public relations prop- 
aganda program has been that the railroads are no longer a monopoly 
and therefore regulation is no longer necessary. I read that in the 
Saturday Evening Post. 

Cutthroat competition, not transportation monopoly, was the rea- 

son for the enactment in 1887 of the first act to regulate commerce. 

At this point I should like to read something to this committee that 
[read to the committee in 1955 when we started the hearings on the 
so-called Cabinet Committee report. 

In 1885, Mr. Charles Francis Adams, president of the Union Pacific 
Railroad, speaking on - aan of the effects of railroad competitive 
practices, had this to sa 


It may produce good in the end ; but railroad competition, as necessarily prac- 
ticeed, causes for the time being the wildest discrimination and utmost indi- 
vidual hardship. That is, under its operation you will always find certain points 
when there is a war of rates going on, which have enormous advantages con- 
ferred upon them, which advantages are not and cannot be extended to other 
points. The point, therefore, which is not influenced by the war of rates suffers 
terribly. Its business is destroyed. How the business community, under the 
full working of railroad competition, can carry on its affairs I cannot under- 
stand. I had not been able to understand how it could do it before I became 
president of a railroad, and I do not understand it now. The businessman never 
knows what railroad rates are going to be at other places, or at different times. 
He cannot sit down and say, “I can count upon such a transportation rate for 
such a period of time, and make my arrangements accordingly.” He has to say, 
“I cannot tell today what the transportation rate is going to be tomorrow, either 
for me or for my competitor.” 

This must be so just as long as uncontrolled competition exists. It cannot 
be avoided. 


The next year a Senate committee reported on the situation, and in 
its report of 1886, known as the Cullum report, stated : 


The paramount evil chargeable against the operation of the transportation 
system of the United States, as now conducted, is unjust discrimination be- 
tween persons, places, commodities, and particular descriptions of traffic. * * * 
The evidence is conclusive that personal favoritism between rival shippers first 
took place * * *, The indiscriminate and cutthroat competition of the car- 
riers * * * offered a golden opportunity to those in search of secret and pref- 
erential rates. 

Control of destructive competition, it can thus be seen, has been a 
principal reason not only for the original act but for each of its 
major revisions. If this Congress should free the railroads so as to 
enable them to engage in such competition, it would be taking a step 
diametrically opposed to the action of every previous Congress which 
hasstudied the transportation problem. 

And let me here repeat that the problem of transportation regula- 
tion never fundamentally changes even though the agencies furnish- 
ing the transportation change. For hundreds of years it has been 
found necesary to regulate rates for the protection of the economy, and 
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it has been necessary to place restraints on competition so that there 
may be a balanced transportation system in which the new may par- 
ticipate with such of the old as may still have its place in the economy 
of the day. 

Another constant refrain in the railroad tune is that the Interstate 
Commerce Act is obsolete. Since its original enactment it has been 
amended more than 144 times and has been subject to major revisions 
many times. The last major revision took place in 1940, when the 
water carriers were brought under regulation and the national trans. 
portation policy was adopted. 

Again, the primary problem was control of competition and fair 
and just competition. 

That national transportation policy, to which the railroads fully 
subscribed, is perhaps the finest expression of its kind in regulatory 
history. It clearly sets forth the salient objectives of proper regula: 
tion. The competitive rate proposal now before you in S. 3778 runs 
counter to that declaration. In his book, The National Transporta- 
tion Policy and Inter-Carrier Competitive Rates, by Prof. S. (, 
Oppenheim, of the Michigan Law School and published in 1945, he 
had this to say: 

It is obvious that if the Commission were to confine itself to a consideration 
of the factors applicable only to rail transportation when it is called upon to 
consider reduced rail rates, and if it were to take the same approach in consid- 
ering reduced rates of motor carriers or water carriers, each part of the act 
would be treated as a compartment completely insulated from every other part 
of the act. No conception could be further removed from the clearly expressed 
legislative intention. Such an interpretation is the very negation of the decla- 
ration of national transportation policy. As already shown, the Whittington 
amendment which is the last sentence of the national transportation policy, 
“has the legal effect of repeating the declaration of policy in every specific 
provision of the act.” By that process, it is a major premise in every inter- 
agency rate coordination case that the Commission is compelled to consider the 
influence of the rates of the proposing carrier on the traffic of the rival forms 
of transport. 

In conclusion, we submit that the current situation contains no 
requirement for a change in the ratemaking power of the Interstate 
Commerce Commission; that the Interstate Commerce Commission Is 
not, as alleged, following an umbrella system of ratemaking; that the 
establishment of just and reasonable rates cannot be made without 
considering the competitive situation in any given proceeding; that 
the principal evil sought to be corrected in the original Interstate 
Commerce Act and all subsequent revisions has been destructive com- 
petition; that the principal effect of the proposal now before you 
would lead back in the direction of destructive competition, not away 
from it as have all past statutes; and finally that the principal prob- 
lem of the railroads is their passenger deficit aggravated, of course, 
by the current business recession. 

‘Thank you, gentlemen. That concludes my statement. 

Mr. Roserts. Thank you, Mr. Pinkney. We appreciate your ap- 
pearance here, and your informing the committee of these points, 
You have performed a real service today. 

Mr. Flynt? 

Mr. Fiynt. Mr. Pinkney, would it be a fair statement to say that 
your very well prepared and excellently delivered statement could 
be summed up by saying that what you have said here today meats 
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that you feel that the preservation of a national transportation policy 
existing in the interstate commerce law should be retained in order 
to retain the inherent advantages which each mode of transportation 
enjoys 

Mr. Prnxney. That is correct. 

Mr. Fiynvr. Do you feel that the proposal which emanated from 
4 subcommittee of the other body would artificially destroy certain 
of those inherent advantages ? 

Mr. Pinkney. Yes; I do, Mr. Flynt. The proposal that came out 
of the subcommittee contains the same deficiencies, as I have pointed 
out, as the original three “shall nots,” and we do not feel that the 
Commission can carry out the objective of the national transportation 
policy if it is circumscribed in the consideration of all of the perti- 
nent facts of competitive life when it considers a rate case. 

We think that that particular proposal would do just that. 

Mr. Fiyntr. Of course, you have appeared before our subcommittee 
and our full committee here in the House on many different occasions. 
I think I have asked you this question once before, but it might be 
worth while to repeat it here now. Have you previously said, and 
do you still contend, that you have no fear of competition so far as 
that competition is based on fully compensatory rates ? 

Mr. Pinxnrey. I have said that, Mr. Flynt, but I think I have 
qualified that statement. I recognize, as I stated before this com- 
mittee some days ago, that I don’t think you can have a sound rate 
structure in which all rates would be at the so-called fully compen- 
satory level, or at the level of full costs, because of our rate structure 
in this country which has been so designed, and well designed, to 
permit all types of traffic to move. Consequently, traffic such as, 
let us take, sand and gravel, not having much intrinsic value, cannot 
move at the same rates as comparable tonnages of, let us say, steel 
would move at. So we have some traffic well above full costs, thus 
bearing the transportation burden that some other commodity, such 
as sand and gravel, is not capable of bearing. I would not say that 
Iam an advocate of having all rates at a full cost level. 

I recognize that some traffics, notably the products of agriculture, 
to move at all in this country must move at rates possibly below that. 
level. 

Mr. Firynr. Another question, the answer to which I do not believe 
appears in the record of these hearings, is this: Could you briefly 
sum up for this committee, and for the record being developed by 
this committee, 2 or 3 advantages that you feel each mode of trans- 
portation enjoys as opposed to the other modes of transportation ? 

Mr. Pinkney. If I may; yes, I can do that. Let me illustrate it 
by examples. The C. & O. Railroad, for example, moves tremendous 
tonnages of coal out of the coalfields to the ports and to the markets. 
There the full inherent advantage of the railroad train is brought 
into play. Huge tonnages moving between points of production and 
points of principal consumption of the commodity, we could not pos- 
sibly compete with them in the trucking service, with that type of 
service. 

That is an inherent advantage of the railroads. In the case of the 
truckline, let me go to an extreme example there, on both truckload 
and less than truckload. At any distance up to several thousand 
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miles in the United States, there is no question but what the house. 
hold goods mover has the inherent advantage. And practically alj 
of our household goods movements now are by truck, whether the 
be truckload or less than truckload. There is an example of the t 
of service with which the railroads have stopped competing, so far 
as I know. The inherent advantage of moving a small shipment be. 
tween not two major points but between all points in the United 
States is well demonstrated. 

The barge line, of course, has tremendous inherent advanta I 
do not think there can be much question but what it is the ‘ose 
cost form of transportation. It has disabilities, such as lack of 
speed. But in the movements of bulk movements up and down our 
great riverways and along our coasts, the water carriers have great 
inherent advantages. 

Generally summarized, I might put it this way, that if you have 
trainloads, quantities in trainloads volumes, moving between major 
points, the railroad certainly has the advantage over the trucklin 
provided it is not necessary to stop the train every 15 miles and offload 
and onload and that sort of thing. The motor carrier has the inherent 
advantage of speed and flexibility. ‘The water carrier has the inherent 
advantage of a very low cost form of transportation. 

Costs sometimes enter into it, but the other factors are of equal 
importance. 

Mr. Fiynr. Bearing in mind those advantages which you have 
outlined, do you believe that if one carrier can provide a service at 
a rate which is fully compensatory, that the public should be allowed 
to have the benefit of that rate even if it is lower than the rate of a 
competing carrier? 

Mr. Prnxney. Certainly. 

Mr. Fiyntr. And you would say that is an across-the-board state- 
ment, which applies equally to all three modes. 

Mr. Prnxney. Yes. 

Mr. Fiynt. I am sure you are familiar with the decision rendered 
by the Interstate Commerce Commission in the so-called new-auto- 
mobile case, in which the Commission either construed or attempted to 
construe the intent of Congress in this report when it said: 

As Congress enacted separately stated ratemaking rules for each transporta- 
tion agency, it obviously intended that the rate of each such agency should be 
determined by the Commission, in each case, according to the facts and cit 
cumstances attending the movement of the traffic by that agency. In other words, 
there appears no warrant for believing that rail rates, for example, should be 
held up to a particular level to preserve a motor carrier structure, or vice versa. 

The citation on that is 259th ICC Reports, at page 538, as I am 
sure you know. Are you in accord either generally or directly with 
that statement ? 

Mr. Pinkney. I am in accord generally with that statement. But 
let us keep in mind that in that case, which I think extended over about 
a 7-year period 

Mr. Fiynv. It is one of the longest cases they have considered in 
quite a time. 

Mr. Prnxney. That is correct. The Commission after looking at 
all of the facts reached the decision that it did reach in that case. The 
‘ase could not have been concluded had not the Commission looked at 
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the facts and circumstances attending movement of traffic by all of 
these modes. But when it finally came down to the point of stating 
that the Commission should not hold up the rates of one mode of 
transportation solely to protect the rates of another mode, I certainly 
subscribe to that idea. But I don’t think the Commission would ever 
have reached any decision in that case if it had not been able to look 
at the facts and circumstances attending the movement of automobiles. 

There was more involved in that case, you see, than just the carriers, 
the rail and motor carriers. There were the automobile manufac- 
turers involved, and their whole rate structure was involved in it, too. 
The Commission had to look at everything to reach that decision. 

Mr. Fiynt. Has your association, for whom you are speaking here 
today, ever advocated in any publicly stated position or privately 
stated position that you feel that the Interstate Commerce Act should 
serve the purpose of maintaining an umbrella over rates of any mode 
of transportation ? 

Mr. Prnxnry. I know I have never stated it as a representative of 
the trucking industry, and I know of no such statement by any mem- 
ber of the trucking industry. 

Mr. Fiyntr. Thank you, Mr. Chairman. Thank you, Mr. Pinkney. 

Mr. Roserts. The gentleman from Minnesota. 

Mr. O’Hara. Thank you, Mr. Chairman. 

Mr. Pinkney, what is the volume of freight, and I am speaking now 
of interstate commerce, if you can give us the figures, the volume 
of freight hauled by motor transport services of this country as com- 
pared to that hauled by the railroads? 

Mr. Prnxney. May I ask Mr. Flott, of our research department, 
who is here with me, to answer that question. Mr. Al Flott, assistant 
director of the Department of Research of the American Trucking 
Association. 

Mr. Fuorr. Mr. O’Hara, that depends on how you mean it. In 
terms of intercity ton-miles, the trucklines are currently handling 
somewhere between 18 and 20 percent, whereas the railroads are han- 
dling in the neighborhood of between 48 and 50 percent. 

Mr. O'Hara. What would the other haulage be? Private carriers? 

Mr. Frorr. No. That includes pipelines and inland waterways, 
airways, et cetera. 

Mr. O’Hara. I had not thought of the other forms of carriers you 
just mentioned—namely, the pipelines—but I was thinking of the com- 
parison between the truck haulage of freight and that of the railroads. 

Mr. Fuorr. Of the total of all freight moving in interstate com- 
merce, or in intercity service, I should say, it boils down to about 20 
percent for the trucks and 50 percent for the railroads. That is 70 
percent between them. 

Mr. O’Hara. What would be the amount carried by barge or inter- 
coastal service ? 

Mr. Frorr. I don’t have the figures with me right now, but I think 
that the inland waterways are in the neighborhood of about 15 to 18 
percent. There is someone here probably from the bargelines who 
can give you that figure. 

Mr. O'Hara. We will probably have some testimony in reference 
tothat. In a way, those figures emphasize the importance of our in- 
terrelated transportation system, and the problem which this commit- 
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tee has in dealing with this legislation, trying to adjust it, as jud 
of this race between these various forms of transportation, the difficul- 
ties and complexities with which they are confronted. 

Mr. Pinkney, I presume there will be somebody who is an expert 
on these rate cases, who will discuss the effect of the Supreme Court 
decision in the AM/ilwaukee case, which was enlarged in the Utah case, 
What I was interested in was on the same day “the reasons why the 
Supreme Court upheld the ICC in this instance as against the Minne. 
sota Railroad a Warehouse Commission rate case. I have not read 
those decisions, but I was hoping some expert would come along. Are 
you familiar with those three decisions ? 

Mr. Pinkney. Mr. O’Hara, I am not. They do not affect us 
directly. I believe you have Mr. Jervis Langdon coming on. I will 
put his head on the block on that question. I am quite sure he is 
familiar with it, and he will follow me. ‘Those cases affected the 
railroads, of course, primarily. I am not qualified to discuss them, 

Mr. O’Hara. You did state in answer to my colleague, Mr. Flynt, 
that you did feel that under existing law, if one form of transportation 
could reduce its rates, under existing law as compared to other com- 
peting carriers, that you felt that it was a wiser provision of law, and 
that the ICC should, in such hearing, authorize the reduction of rate 
of a compensable rate to one form of transportation even though it 
was to the disadvantage of other types of carriers. 

Did I understand you correctly? 

Mr. Prnxney. The problem arises there, Mr. O’Hara, as to what 
is meant by compensatory. Our quarrel mainly stems from the fact 
that you have situations, for example, between the railroads and the 
barges, where the railroads may still be above their bare out-of-pocket 
cost, but below the full cost of the water carrier or the motor carrier, 
and if they drop to that bare out-of-pocket cost which they claim is a 
compensatory rate for them, because of added traflic theories and other 
theories they advance, that they should have the right to do that. 
Whereas, we point out that if that type of ratemaking is permitted, 
you will destroy those competing forms of transportation; that the 
Commission must be able to step in there at some point, just from the 
standpoint of competition alone, and prevent the destruction of one 
form of transportation by another through the technique of the out-of- 
pocket cost reductions. 

Of course, far more than the fate of the carriers is involved in any 
such situation. Your whole rate structure becomes involved in a rate 
war which would derive, let us say, the rates on alcoholic liquors, which 
are very, very high, well above full costs, down to bare out-of-pocket 
cost levels. Somebody has to make that up, because all carriers some- 
how have to get back their full cost. It shifts the burden from the 
luxury item, the alcoholic beverage item, over to items such as the 
product of the farm, the forest, and the mines, the raw-material-type 
product. 

Mr. O’Hara. I am sitting here thinking of a rate case that would 
arise, let us say, between Minneapolis and New Orleans. We have 
barge transportation between those two points. We have freight 
transportation, railroad transportation, and we have the truck trans- 
portation. I have often wondered what sort of mental gymnastics the 
ICC would go through in that form of a hearing. I suppose you have 
sat in on some of them. 
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Mr. Prnxney. There have been some hearings like that, hearings 
involving, for example, the movement of petroleum up the Pacific 
coast, where truck, coastal ships, and rail were all involved. The 
Commission has stepped in and stopped rate wars which would have 
had the effect of wiping out the water carriage or wiping out the truck 
carriage of petroleum in those areas, which is essential to some com- 
munities, essential to many communities depending entirely upon the 
truck or depending entirely upon the water. 

So the Commission has stepped into that type of rate situation and 
fixed rates. Usually the water rate is the low rate. Usually the rail 

rate is above the water rate but under the motor rate, with the motor 
rate usually the highest, but preserving for those communities and 
that area the choice of tr ansportation media, so that the shipper still 
has a choice of truck, water, or rail, whichever best suits his needs. 

Mr. O’Hara. What effect has the railroad freight increases which 
have occurred over the years had on trucking comp: nies ? 

Mr. Pinkney. Mr. O'Hara, the trucking companies have been sub- 
ject to exactly the same pressures, of course, inflationary pressures, 
rising labor costs, and so forth, that the rails have, and I would say 
that, generally speaking, the truck rates have gone up pretty much as 
_ the rail rates. The effect has been that when the rail rates went 

for the same reasons, usually the truck rates have gone up. 

"Mr. O’Hara. Does that mean that as these rate increases have been 
granted by the ICC, the motor carriers made application for equivalent 
rate increases, or does that follow automatically by simply filing your 
tariff increases ? 

Mr. Pinkney. Usually the latter, sir. I have not participated in 
those proceedings. The big ex parte rail general rate increase cases 
have no exact counterparts in the trucking industry, which are usually 
on a regional basis. The truck operators have gotten together and 
increased their rates at approximately the same time, usually just fol- 
lowing the rail increases. 

Mr. O’Hara. That has been by their own action ? 

Mr. Pinxney. Yes; by their own action. 

Mr. O’Hara. As you stated on page 3, where you quote from the In- 

terstate Commerce Commission statement, that— 
Exclusive of schedules involving general increases in rates, more than 50,000 rail 
tariffs were filed with the Commission in 1957. These rail tariffs contained hun- 
dreds of thousands and probably millions of rates, and 98.3 of those rates went 
into effect and were not objected to or challenged. 

The question that has arisen in my mind from a practical matter, Mr. 
Pinkney, is: With that sort of a natural situation which does exist, why 
are you so violently concerned over the advanced claim of the rails to 
have the right to file a tariff which could not be challenged if it was 
compensatory to the particular rail carrier, or any one form of trans- 
portation. 

Do you feel that it would be, as you have stated, a complete destruc- 
tion of the competiti ive right of other carriers? 

Mr. Pinkney. Those facts and figures, Mr. O'Hara, arise under the 
law as it is. While we have grave concern, and we quarrel bitterly with 
the Interstate Commerce Commission many, many times about the rail 

‘ate reductions that have taken place in the last 5 years, most of which 
the rails have been successful in obtaining, we think that if you change 
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the law, in the manner, for example, suggested by the three “shall 
nots”—according to the railroads’ own statement—they would enter 
into a widespread program of reducing rates, so that those figures 
would jump Saniuntonety if you relax or r take aw ay from the Commis. 
sion its power which it presently has to control competition in trans. 
portation. 

Mr. O’Hara. But that in a practical effect is what exists today, by 
simply a carrier filing a tariff with a different rate, isn’t that true? 

Mr. Pinxney. Yes; that exists today. But at the present time, the 
Commission has the pow er to step in and examine those rates. 

Mr. O’Hara. And tosuspend them. 

Mr. Pinkney. Yes; to suspend those rates. We would not like to 
see anything done that would take away from the Commission its 
present power to suspend in a proper case these rate reductions made 
for competitive purposes and which might have the effect of destroying 
us. 

Mr. O’Hara. I believe I have used my 5 minutes, Mr. Chairman. 

Mr. Roserts. The gentleman from Maine? 

Mr. Haute. No questions. 

Mr. Roserrs. The gentleman from California. 

Mr. Younger. Mr. Pinkney, I do not understand your reasoning, 
just what you object to in the proposal in the Smathers bill on the 1 “ates 
making provisions. 

Mr. Pinkney. Mr. Younger, I set out on page 10 of my statement 
some of the effects that we believe that language would have. 

Mr. Youncer. I know you set them out, but those things that you 
set out are the right of decision of the ICC, and you still want to 
have the ICC have complete control over and the right to look into 
everything, including fully compensatory, nondiscriminatory rates. 
You want everything to rest with the power of the ICC, which, you 
say, they have now. “Where in the Smathers law do you take anything 
away from the ICC? 

Mr. Pinxney. You specifically take away from the ICC in that 
language as it is written, the power of the Commission to consider 
all of the competitive facts in considering 

Mr. Youncer. Where does it say that ? 

Mr. Pinkney. I have a copy of it right before me, sir. I will read 
from S. 3778, on page 7, which is section 5 of that bill, proposed to 
amend section 15 (a), by stating: 





In a proceeding involving competition with another mode of transportation, 
the Commission, in determining whether a railroad rate is lower than a reasona- 
ble minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode. 


Mr. Youncer. Well, they have that right now. 

Mr. PINKNEY. I beg your pardon, sir. 

Mr. Youncer. I say they have that right now, where they can limit 
it now as they see fit under the present law. 

Mr. Pinkney. We would attack, I think, if they so limited it under 
the present law, and I believe we would be successful, if they at- 
tempted to say that there can be no consideration of the facts and 
circumstances attending the movement of the traffic by the other mode. 
This would prohibit any consideration of those facts and circumstances. 

Mr. Youncer. Well, I do not know. You say in the present law 
that it is fair and reasonable. 
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Mr. Prnxney. In the present law, the Commission considers all 
of the facts surrounding the movement of a particular traffic, when 
one of these competitive disputes arises. 

Mr. Youncer. And they may or may not consider it. 

Mr. Pinkney. They may or may not. 

Mr. Youncer. Then what difference does it make? 

Mr. Pinkney. Well, if this goes into effect, they could not consider 
the facts and circumstances surrounding the movement of the traffic 
by the competing mode. They would be “prohibited by law from con- 
sidering it. They would be forced by law to put on blinders, and to 
regulate rail rates without paying any attention to the competitive 
facts of life, water carriage, motor carriage. They would look just 
at the facts and circumstances surrounding the movement of the traffic 
by the r ailroads, and without regard to the other methods of trans- 
portation. It is a negative provision which, as I stated in my state- 
ment, we have been un: able to find in the law at any time in past history. 

Mr. Youncer. I understood when you were before the committee 
before, Mr. Pinkney, that you subscribed to the theory that if the 
ratemaking were limited to fully compensatory, nondiscriminatory 
rates, and that the competing mode had a right to appear, that that 
would be satisfactory to you. 

Mr. Pinxney. Well, I think that would. But I did not advocate, 
Mr. Younger, I did not at that time nor do I today advocate, that all 
rates in every instance be on a fully compensatory basis, because of 
our peculiar but yet workable rate structure. I do say that the Com- 
mission should not hold up the motor carrier rate or the rail rate 
solely for the purpose of protecting that other mode of transportation. 

But I go on and say that the Commission should consider both of 
those rates so as to make sure that the shippers and the commodity 
movements of this country are not interfered with. 

The Commission must look at all of the facts in order to come up 
with a just and reasonable freight rate. I don’t mean just just and 
reasonable as between the carriers. It has to be just and reasonable 
as between shippers, as between commodities, and as between com- 
munities. 

Mr. Youncer. And the Commission in the present law can overlook 
any of those factors you mentioned if they so elect. 

Mr. Pinxney. At their danger, at their peril they would overlook 
them if they were pertinent to the proper decision in fixing a particular 
rate. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Roserts. In other words, what you are saying, Mr. Pinkney, is 
that in this present rate consideration, the record must show that the 
Commission did consider these other factors i in arriving at a just and 
reasonable rate. 

Mr. Pinkney. Yes, sir; that is correct. 

Mr. Rozerts. Coming as I do, from a section that was the victim of 
an unfair freight differential for many, many years, do you recall the 

art that the ICC played in breaking what was to the South an unfair 

iscrimination ? 

Mr. Pinkney. I am not too familiar with the details, but I do know 
about that case, sir, and followed it with a great deal of interest in 
those years. 
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Mr. Roserts. I believe that that cause at that time was promoted by 
the Southern Governors Conference. I wondered if you remenibiaall 
about what time the ICC began to take notice of that. 

Mr. Prnxney. I am unable to state. It was many more than 10 
years ago. As I recall, the controversy was at its peak along about 
1946-47. Icould be in error on that. 

Mr. Roserts. As I take it, you do favor the proposals that have 
been made in the Smathers bill with reference to the tax-deferral plan 
that would encourage the replacement of carrier facilities and neces. 

sary modernization of carrier plant. 

That is the construction reserve fund. 

Mr. Pinkney. We do. 

Mr. Roserts. Do you have any knowledge or know of any reasons 
why it seems that both the eastern rails and the eastern section of the 
trucking industry seems to be in trouble? Do you know of any reason 
for that being the case ? 

Mr. Pinxney. Well, I am not too well qualified on that point, but 
{ will give you my personal opinion, sir, for whatever it is worth, 

Mr. Roserts. The reason for the question is that. at. the top of page 
2 in your statement ; you say: 

The current financial problem of railroads is likewise present in the trucking 
industry, particularly in the eastern section of the United States, where the 
railroads seems to be in trouble. 

Mr. Pinkney. Yes, sir. I think that isa fact, and I stated that as 
a fact. Our eastern carriers are showing a sharper reduction in their 
revenues and in their earnings at the present time than are our car- 
riers in other sections of the country. 

I think it is pretty obvious that probably the railroads in the east- 
ern part of the country are hardest hit by this thing because they are 
the railroads with the major passenger problems. 

We do not have that passenger problem. But the fact that our 
eastern carriers are also going on the downgrade would indicate that 
this recession has hit hardest the industrial eastern section of the 
United States. 

Mr. O'Hara. Will the gentleman yield at that point ? 

Mr. Roserts. Certainly. 

Mr. O’Hara. My colleague, the chairman, has mentioned the long- 
standing condition that they had in Alabama and other parts of the 
South, the freight rate disadvantage. Of course, we in the Midwest 
have always screamed about that as compared with the freight rates 
in the eastern part of our country. I wonder if there has been any 
going over of the question of whether are those freight rates com- 
pensable as compared to some of the other rates in other parts of the 
country. 

Mr. Prxxney. I don’t know, Mr. O’Har: 

Mr. O’Hara. I will state that in the Sti ate of Minnesota we have 
had a very great problem, because the Far West shippers, shipping 
from the west coast, had a more advantageous rate as compared to 
the Midwest and as « ompared to the eastern shippers. I realize that 
the density of population in the East, the vast volume of freight and 
passenger service that they have had there as compared to the Mid- 
west, has been a natural result of an advantage to the eastern section 
of the United States, while very definitely a disadvantage to the Mid- 
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west, we will say, comet nT with a factory located in Ohio, 
sylvania, or some place hike that. 

accm isa very stn problem. I wondered if you wanted to make 

acomment on that. It would be helpful. 

Mr. Prvkyey. I am afraid not, Mr. O’Hara. I recognize that there 
isa problem. Of course, it is a problem that has existed down through 
our history. But I would comment that, as I indicated before, I do 
think that under our present freight-rate structure, we have cer- 
tainly alleviated the problem to some extent by setting up a system of 
rates which may not appear on its face to be a very logical one, but 
it has permitted the fairly even development of our whole United 
States so that the remote community has been placed in the position 
where it, in most instances, can complete with the community that 1s 
not so remote from the principal markets, and so that we might have 
aneven development of our country. : . 

That is why I personally am so interested in seeing nothing done 
that would radically disrupt our freight-rate system. If that ever 
happens, then the only places that are going to enjoy any great pros- 
perity are going to be those where the greatest degree of competition 
alone exists between the modes of transportation. 

Mr. O'Hara. Mr. Pinkney, does your organization use to any great 
extent the so-called piggyback operations ¢ 

Mr. Pinkney. Yes; to the extent that the railroads have been will- 
ing to handle the trailers of the regulated motor carriers, the rails are 
being used for that service. 

Mr. O’Hara. In this great problem it has often seemed to me— 
and I do not know that I am appearing in the role of a peacemaker— 
the problem is this, that we must have the rails, we must have the 
trucks, and we must have the water carriers in this complicated system 
of ours. 

I have been very hopeful that there would be more development of 
the so-called piggyback operation. It is quite obvious that many 
places of operations, like between Minneapolis and Chicago, I would 
assume the rail carrier can, generally speaking, carry heavy volumes of 
freight cheaper than the trucks. Assuming that that is true, it would 
seem to me that a development of the piggyback operation between 
points like Minneapolis and Chicago, or other points, but merely pick- 
ing that out as a reference, that it could be used to the mutual advan- 
tage of both the rail carrier and the motor carrier, if an earnest at- 
tempt was made to doso. 

Mr. Pinkney. Mr. O’Hara, I quite agree with you. Wherever 
there is a movement in trainload quantities, and it does not have to 
be a tremendous trainload, quantities of freight on trailers, moving 
between principal points, the piggyback type of service offers a great 
advantage to both the rails and the motor carriers, and it is being used, 
as I indicated, where the rails are willing to do business with the 
trucklines, and some of them now are for the first time. But I have 
made this unkind remark a number of times about our rail friends. 
and that is that from the very beginning they have had a great re- 
luctance to coordinate their service with that of the motor carriers. 

_ They have taken action to prevent such coordination. It has been 
In only recent years that that dam has been breached to some extent, 
and there now is beginning to appear such coordinated service, not 
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only in connection with piggyback, but in connection with joint-rate 
and through route arrangements between motor carriers and rai] 
carriers. 

It is taking place at the present time in the Midwest and to some 
slight extent on the west coast. We have not seen much of it yet 
in the East, where, generally speaking, the railroads have taken the 
position that unless the trailer contains their freight and it is their 
trailer, they don’t want to haul it. 

The Pennsylvania started out on that tack. They have recently 
changed, and I think there is now some coordinated service on the 
Pennsylvania between the trucklines and the railroads. But that is 
still the exception rather than the rule. Our industry has alwa 
taken the position that coordinated service between the two modes 
would be a fine thing. 

Mr. O’Hara. As I have sat here over the years, about the only 
people that do not come in when we have this change in theory of 
legislation, proposed change in policy, are the buses. ‘They just seem 
to go along and don’t pay much attention to us up here. I suppose 
they are not very much affected one way or the other. 

Mr. Pinney. I believe you will find from their spokesman, who 
is to succeed me in this witness chair, that they have some concern 
about this present matter, so I am informed. 

Mr. O’Hara. I did not know that. I was just asking the chair. 
man a few minutes ago if they were going to appear. 

Thank you, Mr. Chairman. 

Mr. Roserrs. Mr. Pinkney, in this construction reserve fund, in 
which the trucks will share, it does not seem to me from your 


statement that you make out much of a case for it. You say: 


For the past several months many of our largest trucklines have been suffer- 
ing from the effects of the current business recession, and it may well be that 
for them to continue to render good service to the public they will require 
such temporary financial relief. 

Have you made any study of the need, or has anything come to your 
attention ? 

Mr. Prnxney. Mr. Chairman, I have not made a detailed study 
in connection with that proposal. I can say that the executive com- 
mittee of the American Trucking Associations, composed of elected 
representatives from each of the State associations, and of the several 
conferences of the ATA, have expressed a keen interest in it, anda 
belief that if the Congress should see fit to set up such a device, they 
would certainly like to be able to participate in it where necessary. 
We do have statistical data indicating that a great many of our car- 
riers’ earnings have been sharply curtailed. In fact, a great many of 
them are at the present well over 100 percent in their operating ratios, 
indicating that they are not making profits at the present time. I 
know of none that are in immediate—although there must be some— 
distress, that would immediately seek relief under this provision. 

There has been no great clamor in our industry for financial relief, 
But I do think that if you put in such a proposal, which I believe to be 
a good one, it is not one that constitutes the giving away of Govern- 
ment money or anything, and you are doing it for the purpose of pre- 
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rate serving our transportation system, you should make it available to 

rail such of those carriers in the other modes as might find it possibly the 
thing that would prevent them from going under. 

ome Mr. Roserts. Could you furnish the committee with the statistical 

yet data that you mentioned ? 

the Mr. Prnxney. I could, sir. 

heir (The documents referred to follow :) 

ntly All carriers, 1st quarter, 1958 and 1957 

- the rr aaa 8 4 


United States total, 2,701 carriers 
at is 


a Item | 1958 1957 
odes ee a 





Amount | Percent Amount Percent 
only ee sian Ah a Elk 8 a ete 
y of OPERATING REVENUES 


seem . Freight revenue—intercity—common carrier $934, $974, 695, 012 
pose 2. Freight revenue—intercity—contract carrier _- 76, 392. 79. 671, 367 | 
. Freight revenue—local cartage d , 288 76, 668, 958 
. Intercity transportation for other classes I and | | 
II motor carriers 9, 567, | | 10, 446, 352 |_._- 
who . Other operating revenue... L | 10, 747, 688 
cern i : = 


Total operating revenues_ - | 5 1, 152, 229, 377 | 


air OPERATION AND MAINTENANCE EXPENSES is ae: 
. Equipment maintenance - - | , 823 | 121, 924, 439 
§. Transportation. , 557, 127 49. 58 | 573, 041, 443 49.72 
9. Terminal , 508, ‘ } 135, 834, 11.79 

° . Traffic a 35 , 256 3. 2 33, 550, 788 } 2. 91 
\ in . Insurance and safety , 5 4. 35 50, 033, 4.34 
your . Administrative and general. 77 : 77, 416, 6.72 





Total operation and maintenance expenses ( . 77 991, 801, 688 | 86. 07 


iffer- OTHER EXPENSES 


that 14, Depreciation expense oe 5g ; 5. 38 56, 136, 4.87 
juire 5. Depreciation adjustment 2, 787, { 3, 304, . 28 
16. Amortization chargeable to operations , ; 26, a 
7. Operating taxes and licenses 1, : } 72, 621, 6. 30 


your 


Total expenses 1, 099 . 37 1, 117, 281, 


. Net operating revenue 6, , : 34, 948, ¢ 
udy : 


OTHER INCOME AND DEDUCTIONS 


2. Other income 5, 640 6, 054, 5 

21. Other deductions 12, 014, 10, 404, 
Net income before income taxes R75, . 05 30, 598, 

23. Income taxes. , 802, 5 16, 854, | 


Net income (or loss) 8, 227 7 13, 744, : 
STATISTICS 


25. Intercity power-unit miles—common. - 1, 537, 236, 18% 1, 690, 148, 325 ; 
26. Intercity power-unit miles—contract - 325 5 199, 084, 917 |_. 
. Tons transported in intercity service—common , , 57 69, 733, 871 |. 
2. Tons transported in intercity service—contract Y, 817, 166 10, 415, 063 | 
. Operating ratio 99. coon 97.0 
. Expense per line vehicle-mile (excluding termi- 

ae wie 
31. Terminal expense per ton carried. 





330 RAILROAD PROBLEMS 





Common carriers of general freight, Ist quarter, 1958 and 1957 





————. 
United States total, 1,111 carriers 
lain ell ipa 
Item 1958 1957 
awe 
Amount Percent ! Amount Percent 


OPERATING REVENUES 


1. Freight revenue—intercity—common carrier $684, 905, 626 $702, 571, 997 : 
2. Freight revenue—intercity—contract carrier - 1, 686, 711 1, 941, 772 
3. Freight revenue—local cartage____._..- 7, 882, 091 7, 403, 146 
4. Intercity transportation for other classes I and 

II motor carriers_. -- 983, 239 . 816, 568 |.......08 
5. Other operating revenue 1, 268, 249 1, 427, 545 









Total operating revenues-__--- 696, 726, 016 714, 160, 052 





OPERATION AND MAINTENANCE 





EXPENSES 









. Equipment maintenance 75, 131, 890 10. 78 73, 818, 507 10. 33 
8. Transportation. -- 314, 720, 175 45.17 324, 216, 847 45. 50 
9. Terminal bled 118, 091, 043 16. 95 114, 347, 174 16. 01 

10. Traffic 27, 517, O15 3. 95 26, 118, 992 3. 66 
11. Insurance and safety ; 20, 268, 543 4. 34 31, 097, 115 4.35 
2. Administrative and general_-. 46, 169, 792 6. 63 46, 041, 699 6.45 














Total operation and maintenance ex- 
penses < 611, 898, 458 &, 82 615, 640, 334 86. 20 


OTHER EXPENSES 








. Depreciation expense 37, 073, 957 5. 32 34, 280, 
15. Depreciation adjustment 1, 879, 517 27 2, O18, OO1 28 
16. Amortization chargeable to operations 6, 547 11, YS2 . 

7. Operating taxes and licenses 46, 024, 137 6. 61 15, 511, 556 6. 37 
















lotal expense 693, 123, 582 a9. 48 693, 426, 310 97. 09 


Net operating revenue 





OTHER INCOME AND DEDUCTIONS 








20. Other income », 155 1, 532, 342 
21. Other deductions 7, 006, 916 6, 286, 071 








Net income before income taxes 2, 158, 327 30 15, 980, 013 2.23 
3. Income taxes ini +, 802, 367 9, 044, 227 . 












Net income (or loss) 6, 960, 694 1. 00 6, 935, 786 97 


STATISTICS 


















25. Intercity power-unit miles—common 
26. Intercity power-unit miles—contract 





27. Tons transported in intercity service—common 7 
28. Tons transported in intercity service—contract 264. 889 BS 
29. Operating ratio 97. 1 = 
30. Expense per line vehicle-mile (excluding termi- 

nal na 0. 6032 0. 5713 
31. Terminal expense per ton carried 3. 54 3. 16 









Mr. Roserts. I believe that is all. 
Are there any further questions ? 
Mr. O'Hara. I have no further questions. 

Mr. Roserts. Thank you, Mr. Pinkney. The committee will re- 
sume its hearing at 1:30 this afternoon. I believe the next witness 
at that time will be Mr. Robert J. Corber, National Association of 
Motor Bus Operators. 

The committee will be in recess until 1:30 this afternoon. 

(Whereupon, at 12:05 the hearing recessed, to reconvene at 1:3 
p.m. of the same day.) 
















W 


$1 


Ol 
In 
al 


reent 


— 


RAILROAD PROBLEMS 
AFTERNOON SESSION 


Mr. Roserts. The subcommittee will please be in order. 

Our next witness is Mr. Robert J. Corber, National Association of 
Motor Bus Operators, Washington, D.C. 

Mr. Corber, the committee welcomes you, and you may proceed 
with your statement. 


STATEMENT OF ROBERT J. CORBER, COUNSEL, ACCOMPANIED BY 
HAROLD R. HOSEA, DIRECTOR OF RESEARCH, NATIONAL ASSO- 
CIATION OF MOTOR BUS OPERATORS, WASHINGTON, D. C. 


Mr. Corser. Thank you, Mr. Chairman. 

My name is Robert J. Corber. I am counsel for the National Asso- 
ciation of Motor Bus Operators. My appearance today is on behalf 
of that association. It is the national trade association for the inter- 
state motorbus industry. 

It was our hope, Mr. Chairman, that we would have someone from 
one of the operating companies among the membership of NAMBO 
in making this appearance today, but it wasn’t possible in the time 
available. In lieu of that, I have brought with me two statements 
which were made on behalf of the national body before the Surface 
Transportation Subcommittee of the Senate Interstate and Foreign 
Commerce Committee during its investigation of the current railroad 
problems. Those statements were made by Mr. Claude Jessup, who 
is the president and general manager of Virginia Stage Lines at 
Charlottesville, Va., and Mr. Arthur 8. Genet, who is president of the 
Greyhound Corp. Both of these ge ntlemen are also directors of the 
national body. 

I would like to request, Mr. Chairman, that those statements be 
received in the record as a part of these hearings. They are, as I 
say, the statements of representatives of operating companies, and 
they are directed to matters under consideration by the subcommittee. 

Mr. Rosertrs. Without objection, the statements will be received. 

(The statements referred to follow :) 


STATEMENT OF NATIONAL ASSOCIATION OF Motor Bus OPERATORS 


My name is Claude A. Jessup. Iam president and general manager of Virginia 
Stage Lines, Inc., Charlottesville, Va., an affiliate of the National Trailways 
System. Iam also a director of the National Association of Motor Bus Operators. 

I appear before your committee today on behalf of the National Association 
of Motor Bus Operators. NAMBO is the national trade association for the inter- 
city motorbus industry. It serves as spokesman for nearly 1,000 carriers which 
account for about three-fourths of the intercity motorbus transportation in the 
United States. 

The intercity bus industry serves all the major cities in this country. What is 
even more important, it furnishes the only means of public passenger transport in 
thousands of communities which, for economic reasons, the railroads and airlines 
do not serve. The bus industry also supplies the only package express and first- 
class pouch mail service in many of these communities. Service to the smaller 
communities is growing in importance with the railroads’ gradual withdrawal 
of trains. At the present time, exclusive of mass commutation travel, intercity 
buses transport some 35 percent more passengers than the railroads. 

I might explain that my purpose here is not to belittle the seriousness of the 
railroads’ plight or to attempt to throw roadblocks in the path of their efforts to 
obtain relief. Their testimony clearly indicates that they are rapidly moving 


28621—58—-—- 


9° 











332 RAILROAD PROBLEMS 






toward financial failure. As a member of our national transportation system, the 
intercity bus industry is naturally concerned about this growing crisis which 
threatens the entire transportation industry. No one would seriously question 
the fact that the railroads are an essential part of our transportation structure, 
So are the intercity bus companies, I might add. The Nation cannot afford to 
lose either of these forms of transportation through financial failure. Accord. 
ingly, the intercity bus industry supports efforts of the railroads to obtain legisla. 
tive relief. In fact, it may be pointed out that the intercity bus industry hag 
equally grave problems not unlike those of the railroads. It is hoped that some 
measures may be forthcoming which will enable the transportation industry ag 
a whole to surmount its common difficulties. 

This is not to say that every proposal advanced by the railroads should be 
adopted. In considering their proposals, it is important not to lose sight of the 
fact that our transportation system is made up of a number of different modes 
of transportation, each contributing its part to our Nation’s transportation needs, 
One of these is the intercity bus industry and another is, of course, the railroads, 
All are essential to a sound transportation system properly serving national 
needs. It is the function of Federal regulation to weld these various forms of 
transportation into a coordinated system which can serve the broad national 
interest in adequate transportation even where some of their interests may 
conflict. Congress clearly expressed its views in this regard in the national 
transportation policy where it was provided that regulation of carriers subject 
to the Interstate Commerce Act should preserve the inherent advantages of each 
and be directed “to the end of developing, coordinating, and preserving a na- 
tional transportation system by water, highway, and rail, as well as other means, 
adequate to meet the needs of the commerce of the United States, of the Postal 
Service, and of the national defense.” (Act Sept. 18, 1940, 54 Stat. 899.) 

Many of the proposals of the railroads are consistent with these principles. 
We therefore support (1) the proposals to eliminate the burdensome transpor- 
tation excise taxes, (2) the proposals for tax relief in connection with the re- 
placement and modernization of new equipment and facilities, (3) the proposal 
to restrict the inroads made on public transportation by so-called private car- 
riage, (4) the proposal to establish Federal responsibility in the discontinuance 
of unprofitable passenger operations, and (5) the proposal to provide for com- 
pensatory mail rates, The intercity bus industry supports these proposals because, 
in our opinion, they will serve national interests by benefiting carriers in a way 
which will benefit the public. 

One proposal by the railroads, however, does not meet these requirements 
and we must oppose it. That is the proposal to establish the three so-called 
“shall nots” of ratemaking.* It gives the railroads the almost unrestricted right 
to underprice other modes of transportation. This would only result in weaken- 
ing our national transportation system as a whole, and will not help the rails to 
solve their economic problem. 

Before discussing these matters in detail, I should like to correct some mis- 
understandings which may have developed in the course of the presentation by 
the railroads. One implication of the railroad testimony appears to be that the 
railroads are the only form of transportation experiencing critical times. This 
is not correct. 

The precarious financial predicament of the intercity bus industry is not a 
matter of mere conjecture. Of 126 class I intercity bus companies (i. e., those 
with annual gross revenues of $200,000 or more) for which final reports are 
available for 1957, 34, or one-fourth, incurred overall deficits, and 4 others just 
broke even. While precise figures on a current basis are not available, it is 
common knowledge that the smaller intercity carriers, which far outnumber the 
class I group, are in a much more precarious financial condition. Many have 
been forced out of business. A recent study in the State of New York showed, 
for example, that about 10 percent of all companies failed in less than 2 years’ 

An additional indication of the financial difficulty of the intercity bus in- 
dustry is that class I carriers showed a combined operating ratio of over 9 





1 Specifically, the proposed amendment would provide that, in prescribing just and 
reasonable rates for carriers subject to the act, the Commission “shall not” consider (1) 
the effect of such rates on the traffic of any other mode of transportation, (2) the relation 
of such rates to the rates of any other mode of transportation, or (3) whether such rates 
are lower than necessary to meet the competition of any other mode of transportation. 

* Report of the Special Committee Appointed by the Governor for the Study of the 


Problems of the Privately Owned Motor Bus Industry, State of New York, Transit Study 
Committee, 1954. 
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percent ( before income taxes) in 1957. The margin of revenues over expenses 
which this reflects is too narrow for financially sound operations. A ratio of ex- 
penses to revenues of 85 percent is generally considered by the Interstate Com- 
merce Commission to be reasonable and necessary for this type of operation. 

One important fact, not generally recognized, is that the fares paid by pas- 
sengers on regular scheduled bus operations are insufficient to meet expenses 
on 2 great many of the routes operated. In fact, the study made by the New 
England Governors’ Conference showed that total regular-route passenger reve- 
nues were insufficient to meet total operating costs over the entire region. 
Wherever this is true, it is obvious that continuation of the essential regular- 
route service has been possible only by subsidizing it with revenues from 
charter operations and the transportation of mail and express. 

The governors and legislatures in the six New England States and in Iowa, 
Pennsylvania, New York, Ohio, and Michigan have become so concerned with 
the problem of maintaining the essential passenger service of the buslines that 
they have recommended, and in some cases effected, remedial measures in the 
form of tax relief for the carriers. A select committee of the house of the 
Michigan Legislature used the following language in strongly recommending 
tax relief for intercity bus operators: 

“It should be noted that there has been established in Michigan a comprehen- 
sive system of intercity motor bus routes over which individual carriers operated 
pursuant to authority granted by the Michigan Public Service Commission, but 
whose operations are coordinated through the medium of joint-line service so 
as to produce maximum service to the public. These carriers serve the entire 
State, and if it were not for their respective services, there would be many 
areas of this State without any form of public transportation of passengers and 
related traffic. Representatives of traveling, shipping, and receiving public 
appeared before this committee and testified as to the absolute necessity for 
maintaining this service and to the dire results which would befall this State 
if such service were to be discontinued. * * * Based upon the findings of facts 
hereinafter set forth, your committee concludes that both the local and intercity 
divisions of the common motor carrier bus industry of this State are in dire 
financial straits and that, if the government of this State as well as local units 
of government do not take immediate, progressive, and objective action, through 
the medium of tax relief, the above-quoted transportation policy of this State 
will be thwarted and the public interest * * * will be irreparably injured and 
eventually destroyed.” * 

The second implication in the railroad testimony is that bus companies are 
subsidized as a result of their use of highway facilities maintained at public 
expense. Nothing could be more erroneous. 

The latest figures available to the National Association of Motor Bus Oper- 
ators show that in 1956, class I intercity bus companies paid total State and 
Federal taxes of around $55 million. All other intercity bus operators are esti- 
mated to have paid another $10 million in taxes. Of the taxes paid by class I 
earriers, an aggregate of $29.7 million, or over 52 percent, represented special 
levies paid only by highway users. 

Attached to my statement as exhibit A is a table showing the taxes paid by 
all class [I intercity bus operators per bus-mile operated for use of highways. 
The table shows that State and local taxes for use of highways averaged about 
2.1 cents per bus-mile operated for all carriers in 1956 as estimated by the 
National Association of Motor Bus Operators. When other user charges, such 
as tolls, are added to this, the total charges average 2.5 cents per bus-mile. 
In addition to these taxes, the class I intercity carriers pay about $8 million 
annually (or 9 mills per bus-mile) for Federal taxes paid exclusively by 
highway users. 

It may be added that Federal highway-use taxes paid into the highway trust 
fund alone average $540 per year for each bus operated by class I carriers. 
This takes no account of the other Federal highway use taxes paid into general 
funds. The $540 for a single bus is equivalent to the Federal highway use taxes 
paid annually into the highway trust fund by no less than 27 average private 
automobiles. Moreover, the average State highway use taxes per bus paid by 
class I carriers is $1,575 per year, exclusive of the $310 per bus paid each 
year as tolls. It takes the State highway use taxes paid by 34 average private 


* Report of Committee on Bus Company Failures, Journal No. 16 of the House of Repre- 
sentatives, 68th Legislature, Lansing, Mich., February 7, 1957. 
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automobiles each year to equal the $1,575 paid for each bus. The figures given 
here are for all types of buses, whether large or small. They demonstrate 
beyond question that the intercity bus industry’s use of the Nation’s highways 
is not subsidized by taxpayers. , 

The points I make here are that the bus industry (1) is paying at least as 
much for the use of our Nation’s highways as it receives in value from the 
use of those highways, and (2) is subject to deteriorating economic conditions 
not unlike those affecting the railroads. In fact, general reasons advanced in 
support of legislative relief for the railroads also support relief for bus oper- 
ators. Both industries are in need of help. 

With these general comments I should like now to turn to specific proposals 
made to the committee in these hearings: 


” 
. 


THE THREE “SHALL NOTS” OF COMPETITIVE RATEMAKING 

Perhaps enactment of H. R. 5523 and H. R. 5524, now pending in the House 
of Representatives, would provide some limited and short-range help to the 
railroads. But they would not provide, as I believe the railroads would agree, 
any real solution to this problem. They are clearly unjustified because they 
are discriminatory and unfair to other modes of transportation. These bills 
would prevent the Interstate Commerce Commission from considering the effect 
of rates of one mode of transportation (e. g., the railroads) on another mode 
(e. g., the buslines). The consequence of this legislation would be to give the 
railroads an unwarranted competitive advantage over other carriers. This 
would not be consistent with sound principles of transportation regulation nor 
with the development of a broad-based national transportation system. Aside 
from this, a telling consideration against this proposal is the position of the 
railroads themselves that the proposal should not be applied to them in the 
area of intramode competition. 

This legislation would restrict the ratemaking power of the Commission to a 
determination whether rates are compensatory to the carrier publishing the 
rates. The “compensatory” standard of ratemaking is generally understood to 
allow carriers to fix rates on the basis of their out-of-pocket costs rather than 
total costs. No carrier could be expected to base rates on out-of-pocket costs 
for very long, but it would be and is done for purposes of underpricing com- 


petitors on a temporary basis to the end of capturing the competitor’s traffic. 
Because the intercity bus industry is primarily a service industry, i. e., one 
having a relatively small investment in property in relation to services per- 
formed, its total costs are made up largely of direct or out-of-pocket costs. 
Railroads, on the other hand, having large investments in property in propor- 
tion to services performed, experience small out-of-pocket costs in comparison 
to fixed costs. These differences in cost characteristics of rail carriers and 


bus operators would, under the “compensatory ratemaking standard, enable 
rail carriers to charge lower rates than bus operators for the purely com- 
petitive purpose of capturing traffic of the buslines notwithstanding the fact 
that the total cost to the rail carriers in providing the partciular services may 
greatly exceed the total costs of competing buslines. This clearly gives one 
mode of transportation, viz, rail carriers, a competitive advantage over motorbus 
operators which cannot be justified on economic grounds. 

The greater vulnerability of motorbus carriers to revenue changes as com- 
pared with rail carriers further compounds the unfair competitive rate advan- 
tage this legislation would provide rail carriers. Motor carrier investment in 
property is made up largely of operating equipment with a relatively short life. 
This requires a rapid turnover of capital. In order to achieve this rapid turn- 
over, motorbus carriers must endeavor to operate with a close margin of oper- 
ating revenues over expenses. The situation is different with rail carriers. 
Their investment is in property having a long useful life. Capital turnover is 
thus much less than in the case of motorbus carriers, and there is a much 
greater margin of operating revenues over expenses. Conequently, railroads are 
considerably less vulnerable to revenue changes than are motorbus operators. 
Further, the diversified transportation interests of rail carriers enable them to 
absorb losses from passenger service through revenues derived fom feight 
operations. Thus, for years, rail carriers have underwritten passenger deficits 
with profits from freight operations. In short, losses in passenger revenues 
resulting from below-cost rates cause little damage to the overall operations of 
rail carriers, but they quickly cripple motorbus lines. 
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The proposed legislation thus would give rail carriers a devastating competi- 
tive advantage. It would allow them to charge lower rates than motorbus lines 
on the basis of out-of-pocket costs, even though their total costs exceed those 
of the buslines. In addition to giving them a rate advantage, it would leave 
them free to use below-cost rates (all costs considered) for competitive thrusts 
against their motorbus competitors. They enjoy financial resources which 
enable them to use such rates to cause ruinous revenue losses to buslines with- 
out any corresponding effects on their own overall financial situation. They 
would thus be placed in a position where they could make a temporary, selec- 
tive use of below-cost rates in areas of competition with bus operations with 
the effect of driving buslines swiftly out of business with little damage to 
themselves. . 

We think the consequences of this legislation are clearly not consistent with 
national transportation objectives. For this reason and because of the injury to 
bus operators which could result from the legislation, we are opposed to this 
proposal by the railroads. 


TRANSPORTATION EXCISE TAX 


The railroads have recommended repeal of the 10-percent excise tax on 
amounts paid for the transportation of persons, and the 3-percent tax on amounts 
paid for the transportation of property. We fully support this recommenda- 
tion for reasons which others have already given your committee in these 
hearings. 

These taxes were wartime measures designed to discourage unnecessary trans- 
poration. It is indeed ironic that at a time of rising costs and declining revenues 
with a consequent need for greater sales, we are still faced with taxes intended 
to discourage travel. Both the buslines and the railroads need more than ever 
before to promote interest in travel, and they need the benefits of increased 
traffic demand. The committee is no doubt aware that there developed strong 
and widespread sentiment in the first session of this Congress to repeal the 
transportation tax either outright or by gradual steps. No one has attempted 
to justify the continuation of this oppressive tax, and it has remained on the 
books only because of the general policy of holding the line against tax cuts. 
Any revenue lost by repeal of this tax would be insignificant compared to the 
shot-in-the-arm its removal would give the entire transportation industry. 


COMPENSATION FOR MAIL 


As I have said, intercity bus carriers furnish the only means of public trans- 
port to thousands of small communities in the United States. In connection with 
this service, they can provide a useful and needed service in transporting 
United states mails to these many small communities. The need for this service 
increases as the railroads continue to cut down on train services. 

These carriers are now carrying some mail, but they could do much more. 
However, they deserve some assurance that they will be properly compensated 
for the service, and they need relief from the cumbersome requirements of com- 
petitive bidding which now prevail. There are no statutory provisions for 
governmental regulation of mail rates paid bus operators. Rates are estab- 
lished in contracts with the Post Office Department. 

The Post Office Department naturally has an interest in keeping its expenses 
toa minimum. It has shown little concern for carrier costs for this reason. 

We strongly support the proposition that when the Government is a customer, 
it should pay compensatory rates. It should not be allowed to shop around 
among the various modes of transportation to obtain unduly low and noncom- 
pensatory rates. This situation can be corrected if Congress specifically pre- 
scribes a uniform policy which the Federal Government should follow in dealing 
with all transportation companies. The policy should require payment of rates 
which will cover costs plus a reasonable profit; and it should give all modes of 
transportation an opportunity to participate in this essential service in accord- 
ance with the inherent transportation advantages of each. 


TAXATION IN REGARD TO REPLACEMENT AND MODERNIZATION OF EQUIPMENT AND 
FACILITIES 


The replacement and acquisition of equipment and facilities presents many 
problems to bus carriers as well as the railroads. Three proposals to give car- 
riers some relief in this regard have been made to Congress. 
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The first proposal relates to depreciation deductions. The proposal is that q 
carrier which replaces an old vehicle with equivalent new equipment be allowed 
to base depreciation on the cost of the old vehicle, except for the first year when 
the depreciation deduction would be the difference between the cost of the new 
vehicle and the cost of the old. This would enable a carrier to depreciate in the 
first year the increase in the price of equipment due to inflation. 

The intercity bus industry supports this proposal as the most desirable way of 
assisting carriers to overcome equipment replacement problems. As an alterna- 
tive, the proposal for legislation permitting the establishment of construction and 
new equipment reserves which may be deducted in computing Federal income 
tax would be acceptable. 

Furthermore, the bus industry faces financial problems in constructing and 
modernizing passenger terminals. Since such facilities are normally depreciated 
over a life of 30 to 50 years, the small depreciation allowances resulting for tax 
purposes make construction loans difficult to obtain and repayment schedules dif- 
ficult to meet. 

In order to solve these problems, the railroad industry proposed that, for tax 
purposes, no railroad depreciable property will be presumed to have a useful 
life in excess of 20 years. We urge this proposal be applied to the terminal 
facilities of the bus industry. 

It may be emphasized, as previously pointed out to the committee, that these 
proposals would not deprive the Government of taxes. Under the first and third 
proposals, the vehicles and terminals would receive the same depreciation al- 
lowances they now receive, except that the deductions would be taken in accord- 
sunee with a different schedule. Similarly, under the second proposal, the amounts 
placed in reserve would reduce depreciation allowances on new equipment, and 
the Government would recover its taxes in that way. The most these proposals 
do is change the time when particular deductions are made. 

Any of these proposals, if adopted, would help carriers solve problems of fi- 
nancing equipment replacements and supply the incentive to maintain modern 
fleets. Better service to the public would be the result. 






GENERAL 





LEGISLATION 


The railroads have pointed out the burdensome aspects of taxes (Federal, 
State, and local) on transportation. They have specifically mentioned the prob- 
lems which would befall them if payroll taxes were increased for purposes of ex- 
panding retirement benefits for railroad employees. They have also mentioned 
legislation other than taxes (e. g., “safety” legislation affecting hours of service, 
grade-crossing protection, and the like) which lead to overregulation of trans- 
portation. 

Some of the tax and other legislation referred to by the railroads do not apply 
to bus carriers. However, there are others which affect buslines while not af- 
fecting the rails, and they are just as burdensome as those named by the rail- 
roads. Thus, although the railroads have described legislation specifically di- 
rected at them, the problem they pose applies to all types of transportation com- 
panies. For this reason the intercity bus industry supports efforts of the rails 
to simplify this type of regulation. 

The State and local highway use taxes paid by the bus industry consist of a 
multitude of different taxes, including taxes on motor fuels, vehicle license taxes, 
registration fees, and tolls for highways, bridges, tunnels, and ferries, plus such 
special levies assessed only against intercity buses as gross receipts, seat-mile, and 
passenger-mile taxes. They also pay Federal and State income and social-security 
taxes. Added to these are Federal automotive taxes for motor fuels, including 
gasoline and oil, and excise taxes for tires, tubes, vehicles, and parts. Real 
estate and personal property taxes at the State and local levels impose an addi- 
tional tax burden on this industry. Finally, it is subject to a miscellany of other 
State and Federal taxes. 

This structure is quite complicated and burdensome. Almost 13 percent of 
the revenues received by class I carriers in 1956 were paid out in taxes. This 
effects public users of bus transportation, too. When this 15 percent is added to 
the 10-percent Federal excise tax, the bus passenger contributes about one-fourth 
of his cost of transportation to taxes. 

We, of course, do not advocate repeal of all these taxes. We do, however, sug- 
gest that these taxes cannot properly be increased. We also suggest that some 
of them are unjustified and unduly burdensome. Each year the intercity bus 
industry is—as is the railroad industry—confronted with proposals to increase 
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levies or add additional ones. It would be beneficial to all transportation if it 
were recognized that these proposals are not warranted under present circum- 
stances. Federal and State Governments should attempt to simplify the tax 
structure, and consideration should be given to reducing taxes, where feasible, as 
a means of ameliorating the worsening financial situation of all transportation 
companies. 

The bus industry is also called upon from time to time to meet other legisla- 
tive proposals which increase its burden. It should be recognized that proposals 
of this nature for changing existing conditions by adding financial and adminis- 
trative burdens or unnecessarily increasing competition merely impose new 
hardships without any corresponding benefits to the public. Transportation com- 
panies today need more stability and less regulation if they are to survive in a 
way which will permit them to continue to furnish needed transportation 
services. 

CONCLUSION 


This committee has with good cause recognized the financial predicament of 
the railroads. The committee should also know that a similar situation exists 
with respect to other modes of transportation. Legislative relief from this situa- 
tion is necessary. To this end the proposals of the railroads should be adopted 
where they serve the national interest in a sound national transportation system. 
Indeed, they should be extended to other modes of transportation. On the other 
hand, where the proposals would only harm competing modes of transportation 
and not really solve the railroad problem, they are not consistent with a proper 
national transportation policy and they should not be adopted. The three “shall 
nots” for competitive ratemaking fall in this category. 


EXxHipbitT A 
Operating taxes and specified related costs of class I intercity motor carriers of 


passengers, 1956 (Federal and State income tawes are excluded) 


| Percent of— 
Amount Cents per 
thousands bus-mile 


Operating Total 
revenues | expenses 


Operating taxes and licenses—total $38, 934 | 


Highway-user taxes 
State and local, total- 21, 667 


Motor fuel and oi!___. 9, 001 
Licenses, registration fees, etc . 9, 115 
Highway, bridge, tunnel, and ferry tolls_--- 3, 551 


Federal—total.._- ‘ 8, 020 


Motor fuel and oil !_.-- peenabes 4, 768 
Vehicle tax 158 
Excise taxes on vehicles, tires, tubes, and parts !. 3, 094 


Total (Federal, State, and local) - ---- 687 


Social-security taxes 
State—total -- cules 571 
Federal—total_-__- ; on 3, 244 


Total.... ee 3, 815 


General taxes: 
Real estate and personal property (State) 
Other State (business franchise levies, permit fees, 
etc.) 
Other Federal-_- ‘ 237 


Total. ... _ sn Anigwce tatemdade 5, 432 


Employees’ welfare expenses... .-.--- ; dae 3, 200 
Workmen’s compensation-. iséstbins ataakedhiee kal 846 | 


1 Data reflecting actual taxpayments for 1956 adjusted for increased rates effective July 1, 1956. 
2 Less than 0.05 cents per bus-mile. 
Source and coverage: Interstate Commerce Commission, Statistics of Class I Motor Carriers, and special 


NAMBO tabulations and estimates. Included are data for carriers of passengers and estimates for 
passenger operations of carriers of both property and passengers. 
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STATEMENT OF ARTHUR S. GENET, PRESIDENT, THE GREYHOUND Corp., Reppp. 


SENTING THE GREYHOUND Corp. AND NATIONAL ASSOCIATION OF Moror Bog 
OPERATORS 


Knowing that this committee would not wish to make any recommendations 
without first considering the impact of those recommendations on all phases of 
transportation, we felt it only appropriate that the National Association of Motor 
Bus Operators and the Greyhound Corp., as the largest intercity carriers of pas. 
sengers, should present their views of the various proposals which have been 
advanced by the railroads. Accordingly, we requested, and were granted, the 
privilege, for which we are thankful, of appearing and presenting our testimony, 

We feel that up to this point the intercity bus business has not been accorded 
recognition commensurate with its relative importance in the transportation 
field. Not only is it a matter of public record that more passengers are trans- 
ported by intercity bus each year than by any other form of transportation, but 
also that in the year 1957, the Greyhound Corp. and its subsidiaries alone carried 
a total of 130.6 million passengers, as compared with 40.3 million carried by all 
the scheduled domestic airlines operated in the United States, and 169.3 million 
carried by all the railroads in other than local service. Estimates based on the 
first 9 months of 1957 show that the intercity buses of the United States of all 
classes carried 515.7 million passengers in 1957, as compared with a total of only 
209.6 for the rails and airlines combined. Thus, it is plain that the recommenda- 
tions of this committee could have a profound effect not only on our particular 
industry but upon our corporation as well, and that, therefore, we have a vital 
interest in these hearings. 

However, I do not wish to give the impression that we have simply a selfish 
interest in the outcome of these hearings. Our methods of mass production have 
given to this Nation a way of life that all of us wish to see continued and improved 
upon, but without a sound transportation system all of this and the very security 
of our country could well be placed in jeopardy. We earnestly hope that as good 
citizens of this great Republic of ours, we may, out of our intimate experience in 
the field, be able to contribute to the philosophy of our transportation system some 
thoughts that will assist this committee in the formulation of recommendations 
that will work for the benefit of all forms of transporation. 

At the outset, let me, as a bus operator, pay just tribute to the railroad industry's 
rich contribution to America’s welfare. Indeed, no industry has been more re- 
sponsible for the great growth of our Nation and the high standard of living that 
our people now enjoy than the railroad industry. But while for many years it 
worked alone in the development of our tremendous resources, in recent years, 
with the advent of newer techniques, it has had effective help from other forms 
of transportation. And while it is imperative that we have a strong railroad 
industry, strong financially as well as physically, this can only be possible if all 
segments of transportation, air, highway, as well as railroad, as we know it 
today, are in a like healthy state. 

A very brief examination of the various arms of transportation will prove 
the validity of this premise. The air transportation industry cannot have escaped 
your notice because of the widespread publicity which has been given in the last 
2 years to its financial plight. 

The situation affecting highway truck transportation is less well known and 
understood. The fact is that, despite their growing percentage of intercity busi- 
ness, the common carriers of the trucking industry are far from being financially 
stable. The intercity bus industry likewise has seen, in recent years, a substantial 
reduction in service. 

From this brief exploration, we know that while the railroad problem has been 
highlighted, it is but one aspect of the whole transporation picture, and any at- 
tempt to treat with just one form is bound to have an effect upon all other forms, 
and if not treated on an overall transportation basis may even create greater 
transportation problems than those currently existing. 

And so it is, gentlemen, that transportation is before us, rather than just the 
single and limited issue of the railroads and their problems. That there is a solu- 
tion, I have no doubt, but it will take sharp, comprehensive, and impartial states- 
manship to find it and place it in effect, both in Government and in the industry 
as well. 

To solve this problem it is necessary to first realize that the great technolog- 
ical advances of this century have not left the transportation industry untouched. 
The railroads have made great strides in the use of modern tools to improve 
their operating efficiency, but at the same time there have come into being other 
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jnstruments of transportation which now perform some of the railroads’ old 
functions better, at lower costs, and with greater efficiency. 

It has ever been the American credo that there is a place for each man who 
produces the best product most efficiently. In the main, in all other industries, 
that has held true. That has been the secret of our progress. But when it 
comes to transportation, in its highly regulated state, you find many instances 
that violate this basic precept. 

For example, the railroads are the arm of transportation best equipped to 
haul our tremendous daily volume of heavy-density carload freight overland. 
They can do this better, more efficiently, and at a lower cost than all other forms 
of transportation. Yet the record will prove that, despite this fact, they con- 
tinue to haul a declining percentage of this traffic. Why? Well, there are two 
pasic reasons for this anomaly. One, they are trying to provide other services 
that other types of carriers can do better, and, second, in so doing they incur 
losses in furnishing those services that force them to charge more for other 
services where their efficiency is undoubtedly greatest. 

I have said that this is a transportation problem, not a railroad problem, and 
the anomaly just described does not end with this one arm of transportation— 
railroading. In attempting to provide service in fields in which they are not 
as efficient as other forms of transportation, the railroads siphon off potential 
yolume from those arms of transportation that are properly and especially well 
equipped to handle that service, and in many cases thus create a prohibitive 
rate structure for those who must exist on that one particular form of carriage. 
For example, quite obviously the passenger fares of both the airlines and the 
intercity buslines have been fixed with an eye on the railroads’ charges. Yet 
surely all sound-thinking people will agree that charges for transportation 
should be on a compensatory basis, and not on the basis of cost of that service 
to another type of carrier. Let me say here for the record that we are em- 
phatically opposed to the so-called “shall nots” of ratemaking, which would 
forbid the Interstate Commerce Commission from considering the effect of the 
proposed rates on other forms of transportation when judging rates which are 
proposed by the railroads. ‘Transportation as an industry is one composite 
picture and the effect on all forms must be considered in fixing a rate for a 
service. Also, all who believe in our way of life must agree that if one arm 
of transportation cannot compete in a particular field, it should not be forced 
to provide a service in that field at a loss to it. 

Yet, the record is replete with facts and statistics which show that the rail- 
roads for years have been handicapped tremendously with continuing losses 
incurred in the movement of people. These same statistics also show that with- 
out this tremendous burden the railroads could well be flourishing, both service- 
wise and profitwise. 

Much has been said in recent years of public convenience and necessity when 
prohibiting railroads from dropping unprofitable passenger traffic. If the rail- 
roads had been permitted to follow a sound economic path, however, there would 
still be no dearth of other transportation facilities. Figures show that more than 
88 percent of the total volume of intercity travel is now performed by private 
automobile. Our growing air industry is far from the passenger saturation point. 
The modern intercity bus, with our improved highways, has almost unlimited 
apacity. In fact, not taking into consideration the balance of the intercity bus 
industry, our company alone, operating at only slightly over a 50-percent capacity, 
today provides services for 3 times as many people as all the airlines put together, 
and has the ability to offer and does provide frequency and time service require- 
ments that the railroads cannot match. In addition to serving all the major 
cities, the buslines today provide service for thousands and thousands of com- 
munities that the railroads either do not reach or for which they provide no 
passenger service. Many communities are dependent on bus transportation 
because train service, by force of necessity, is provided at hours which are 
unattractive to the traveling public. 

Passengers themselves, however, are not the sole ingredient of the so-called 
passenger train losses. The express company has been a drain on the overall 
railroad income for many years. Questions of its place in transportation should 
also be considered here. 

In fact, in these very hearings a suggestion has been made that the Post Office 
Department acquire this facility. To this we emphatically demur. Nothing is 
more foreign in our way of life than to encourage the Government to engage in 
private transportation. All sound-thinking American citizens should shudder at 
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the very thought, because of the fact that this would cause the very breakthro 
that all of us have so carefully guarded against since the founding of our country, 
Government operation is exactly what we want to avoid, and indeed there ig no 
shadow of excuse for it. Facilities are available in private industry. The inter. 
city bus industry today operates an extensive package express system ; the truek. 
ing industry is fully equipped to shoulder its share as is the forwarding industry 
which consolidates freight and turns it over to the railroads in profitable carloaq 
lots. In the year 1957, our company alone transported $13,366,397 in volume ip 
package express, and we stand ready to move much more. 

In order to complete this picture, one must also look at the state of trans. 
portation of the United States mail. Unquestionably the present procedures are 
outmoded. But the Post Office Department in its struggle to meet mounting costs 
has taken steps in the distribution of transportation of the mail that it is clear 
to us have been extremely unwise and in some cases most harmful. Just be 
cause the railroads are not in a position to provide passenger train service as 
such, they need not be deprived of their share of more of this type of traffic, 
Indeed, in many cases, the rails today provide far better service by freight train 
than by passenger train. Therefore, it is sound-thinking to suggest that bulk 
mail, in carload lots, belong on the Nation’s railroads, where it can be hauled 
at most attractive rates to both the post office and the carriers. It is equally 
true that under today’s developments, the mail for the intermediate stops belongs 
on the highway. Yet it is not infrequent that you see exactly the reverse with 
bulk mail on the highway and intermediate mail carried by the rail carrier at a 
loss. 

From the foregoing, it is clear that we are unalterably opposed to any Goy- 
ernment agency engaging in transportation as such. We are equally opposed 
to the Government providing financing in any form for any one arm of trans- 
portation. If capital should be made available by the Government to any form 
of transportation, the same avenue must, of necessity, be open to all other types, 
In any event, however, we do not believe Government financing is the solution. 
The sound answer to this problem is in finding ways and means of relieving 
carriers in all fields of responsibility of providing services that are not pro- 
viding services that are not productive and are, therefore, injurious to the earn- 
ings and credit of that carrier. 

We are opposed to any proposal that would give to the rail carriers prefer- 
ential treatment taxwise or which would tie the hands of the Interstate Com- 
merce Commission for the individual benefit of rail carriers. On an industry- 
wide basis, however, we believe careful consideration should be given to the 
proposal that the Federal Government should take steps to eliminate or mini- 
mize the burden of State and local taxes on transportation mediums. In the testi- 
mony of the rail carriers, very little was said about this burden on transpor- 
tation—a burden so great that it would shock the conscience of all good citizens, 

To examine this question of taxes more closely : 

In the year 1957, in the Greyhound system alone, $5,700,000 was paid out for 
Federal taxes other than Federal income tax, and $16,400,000 was paid out for 
State and local taxes. These figures are brought out herein for two purposes: 
First, to refute the charge frequently made by the railroads to the effect that 
the intercity bus carriers do not pay their way in that they are allegedly provided 
with a right-of-way at a disproportionately low cost; and, secondly, to show, 
since all forms of transportation pay the same taxes to some extent, what great 
tax relief can be accorded all national forms of transportation simply by remov- 
ing from all the onerous burden of State and local taxes. Multiple taxation has 
indeed a stranglehold on all transportation. 

The railroads, the trucklines, the airlines, and the intercity bus carriers must 
pay city, county, State, and Federal taxes. These may be real or personal prop- 
erty taxes, fuel or license, sales, use, or income taxes, and, in most cases, all of 
them. Often one piece of equipment must bear the burden of as many as 5 or 6 
different taxes. It is small wonder that so many carriers of all types are going 
out of business. Just the responsibility of figuring and policing these taxes, due 
to their complete lack of uniformity and varied nature, costs millions and mil 
lions of dollars a year. Certainly it would make sense to have those carriers 
that are subject to Federal regulation responsible only for the payment of one 
tax to the Federal Government in a fair and nonconfiscatory amount—with a 
subsequent apportionment to the State and local governments by the Federal 
Government. To amplify this point further: Originally, our operation was a 
localized operation confined for the most part to intrastate carriage. With our 
modern equipment, the public needs and demands through the service, over much 
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longer (listances, so that now the great majority of our fleet is in interstate serv- 
ice. Nevertheless, full local taxes are assessed in an amount which requires 
some of our equipment to carry as much as $6,000 worth of license tags. Stated 
in another way, a year’s license fee is required by a State even though a total 
number of days in a year that the vehicle is operating in the State may total 
far less than the days in a month. Then, again, State fuel taxes are oftentimes 
duplicated by sales and use taxes being exacted. 

These are but a few illustrations of an extremely complicated, burdensome, 
and unfair tax situation. While we are discussing the tax burdens, let us urge 
also that the extremely unfair Federal transportation excise tax receive your 
eareful consideration. It was never meant to hamstring this most important 
industry. 

To conclude with the discussion of transportation tax burdens, and considering 
the fact that mass transportation must be provided for our people both in normal 
times and in times of national emergency, let me urge the consideration that any 
tax relief given to the railroads should also be given to our form of transporta- 
tion. Similarly, although this committee is concerned solely with the problems 
of ground transportation, it must be remembered that ground transportation 
today must compete with air transportation. It is only fair and equitable and, 
indeed, imperative, that all forms should be put on an equal basis, because, in the 
last analysis, transportation as such cannot be separated and each arm thereof 
treated individually. 

In conclusion, in view of the fact that public transportation today moves pas- 
sengers across State lines with constantly increasing numbers and with con- 
stantly increasing frequency, serious consideration should be given to granting 
the Interstate Commerce Commission complete and overall jurisdiction as far 
as all common carriers are concerned. It is becoming extremely difficult to 
provide the kind of service the public should have with all the varying rules, 
regulations, and concepts we labor under. There is need for a central control, 
therefore, which only the ICC can provide. 

Throughout my comments, I have attempted to keep in mind the firm convic- 
tion that I am here as a citizen addressing you for the welfare of our Nation, 
first and foremost. I am privileged to submit for your attention considerations 
of national interest, which I believe our experience warrants submitting to you. 
This problem of national transportation is of compelling urgency and great 
complexity, but it can be solved if we all will but apply ourselves to it. We of 
Greyhound believe in those time-honored American principles that it is our 
heritage and our duty to perpetuate. 

Adherence to the spirit of these principles, and diligent application by all of 
us to the logical solution of these transportation industry problems on a sound 
service basis, will crown our efforts with success. This will yield to our Nation, 
and the customers who use its various arms of transportation for travel and 
shipment, the most efficient and unencumbered system for the mass movement 
of personnel and products. 

This is what the entire transportation industry needs if it is to continue to 
fulfill, against the pressing developments of the times, its responsibility to the 
Nation as a whole and to the public at large. 

This, gentleman, I submit is the core of our common problem—yours in studying 
the industry and ours in operating it. 


Mr. Roserts. Do you wish to proceed with an oral statement ? 

Mr. Corser. I do, Mr. Chairman. I would like the opportunity to 
summarize these statement and to comment briefly on the proposed 
amendment to section 15 (a) of the Interstate Commerce Act. 

At the outset, I might emphasize that the intercity bus industry 
does not minimize the seriousness of the railroad situation. Nor does 
it seek to forestall proper legislative relief for that situation. We 
think that the railroads indeed are an essential part of our transpor- 
tation system, and we want to see them prosper. For that reason 
we have supported most of the railroad proposals for relief of their 
situation, and they were supported on the Senate side. 

On the other hand, it must be recognized that it would be a grave 
mistake to allow the railroads to better themselves by weakening or 
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destroying other essential modes of transportation. For that reason 
we have opposed railroad proposals for changes in the rules of com- 
petitive ratemaking. 

The intercity bus industry is an essential mode of transportation, 
It serves all the major cities in the country, and, of more importance, 
it serves thousands of small communities which have been estimated 
to number up to 40,000 communities, which, for economic reasons, the 
railroads and airlines do not serve. 

The industry provides first-class pouch mail service and baggage 
express service to these communities. The service to that type of 
community is becoming more and more important as the railroads 
gradually withdraw passenger tri ain operations. 

At the present time the intercity bus industry transports approxi- 
mately 35 percent more passengers than the 1 ‘ailroads, excluding mass 
commutation travel. So they have a substantial interest in the 
passenger field. 

Not only is the industry an essential part of our transportation 
system, but it is also undergoing critical financial stresses whic: are 
not unlike those of the railroads, and this is not mere argument or 
conjecture, Mr. Chairman. 

In 1957, of 126 class I carriers reporting—those are the carriers 
grossing $200,000 or more in revenue annua uly o4, or Over one- fourth, 
oper: ated with overall deficits, and 4 others merely broke even. 

The smaller carriers are in an even worse financial condition, 
Many of them have gone out of business, as the statement of Mr. 
Jessup shows. 

The financial condition of this industry, as well as its importance 
to the national transportation system, is overlooked at times, and more 
attention seems to be paid to the charge that the industry is subsi- 
dized as a result of its use of the public highw ays maintained at public 
expense. 

The fact is that this matter of subsidization has been reviewed on a 
number of occasions, numerous times, by various State agencies and 
others, and those reviews have shown that the bus companies pay 
more in most instances for the use of our Nation’s highways than they 
actually use those highways. 

This question is being reviewed right now, incidentally, by the 
Bureau of Public Roads under the Highway Act of 1956, and the 
national body is undertaking to cooperate by furnishing information 
in the complex of that study. Although the study has not been com- 
pleted, it is hoped that when it is, it will settle once and for all this 
question of subsidization of this industry. 

The statement of Mr. Jessup points out that in 1956 all class I motor- 
bus operators paid a total of $55 million in taxes, and of that $55 
million, nearly $30 million, or over 52 percent, was paid under levies 
assessed exclusively for the use of the highways. A couple of examples 
of those taxes will show why we say there is absolutely no substance 
to the contention that this industry is subsidized through its use of 
the highways. 

One example relates to the highway trust fund. The taxes paid into 
the highway trust fund on a single bus of a class I carrier are as great 
as the taxes paid into that fund by no less than 27 average private 
automobiles. 
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There are, of course, other Federal highway use taxes paid by the 
buslines which go into general funds rather than the highway trust 
fund. 

That is only the Federal side. 

On the State side, State highway use taxes are paid on a single bus 
which are equivalent to the same taxes paid on 34 average private 
automobiles. 

These facts point up that this is not a subsidized industry and that 
it is an essential part of our transportation system which is also under- 
going difficult financial times, and that, as such, it should not be further 
weakened by any program adopted for assistance of the railroads. In 
fact, it should be relieved of some of its problems right along with 
the railroads. 

The solution of the problem presented to Congress should benefit both 
these industries equally or as they deserve it, and not hurt one for 
the sake of the other. Any other solution would make the public as 
well as the transportation companies the losers. 

It was on the basis of these considerations that we have supported 
such proposals of the railroads as the construction reserve fund which 
has been recommended by the Surface Transportation Subcommittee. 
In fact, in view of the problems of the bus industry, we think that 
should be made applicable to all common carriers, and, as a matter of 
fact, that bill, which has been reported out of the Surface Transporta- 
tion Subcommittee—S. 3778, I believe it is—incorporated that prin- 
ciple and would make it applicable to all carriers. 

The arguments which the railroads make in support of the fund are 
equally applicable to the buslines except, of course, we are dealing 
with a much smaller industry and the figures involved are of con- 
siderably less magnitude. 

To give you an idea of what is involved, I believe it was yesterday 
that Mr. Williams, testifying in support of the railroads, mentioned the 
tremendous sums expended annually by the railroads in direct pur- 
chases, pointing out that this affects a number of industries and reaches 
out across the country to a number of communities. 

We thought it would be of interest to the subcommittee to come up 
with a comparative figure to show how much is spent annually by the 
intercity bus industry, and the figure which we have derived is $225 
million annually spent by the bus industry on supplies and the like, 
excluding labor costs and taxes and also excluding cost of terminal 
facilities, which, if you were to add the cost of terminal facilities, 
would substantially increase that amount. 

We have also supported the railroad proposals for Federal control 
of the abandonment of unprofitable passenger operations and for more 
effective control by the ICC over intrastate operations. 

Turning to the proposals for changes in the rules of competitive 
ratemaking, those rules would give the railroads virtually unrestricted 
rights to underprice other modes of transportation without economic 
justification. The result would be a weakening of our transportation 
system without any real benefit to the railroads. 

The significant thing about the proposals is that the railroads them- 
selves do not want them applied intramode—that is, to competition 
between railroad and railroad—because they know that it would result 
m rate wars and destruction of the transportation system as among 
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themselves, and it would certainly have the same effect in the area of 
competition between the railroads and, for example, the buslines, 

It was on the basis of those thoughts that we have consistently 
opposed enactment of the so-called “three shall nots” and_appeared 
before your full committee in regard to H. R. 5523 and H. R. 5524 to 
oppose those proposals. The same considerations force us to oppose 
the proposed amendment to section 15 (a) of the Interstate Commerce 
Act, which, as you know, would require the Commission to confine 
its consideration of rail rates to the facts and circumstances attending 
rail transportation. 

I might point out, incidentally, that that proposal would apparently 
not work both ways. That is, the Commission would not be under the 
same restriction in passing on motorcar carrier rates. 

Aside from that inequity, we think the amendment should not be 
adopted. If it is intended to simply restate existing law and require 
consistency in interpretation of existing law, it is not needed and would 
simply introduce confusion and uncertainty into the law. Aside from 
that, the language chosen would prevent the Commission, as we read 
it, from preventing the Commission from considering competitive 
effects of rail rates on other modes of transportation, and it thus 
imports the so-called “three shall nots” or the principle of the so-called 
“three shall nots,” and we must oppose it on the same ground on which 
we oppose those proposals. 

In closing, Mr. Chairman, I would like to point out that the fears 
of the buslines with respect to the use which the railroads would make 
of these proposals is based upon their experience and not mere fanc 
or conjecture. Despite the mounting passenger deficit, a deficit ine1- 
dentally which, as you have heard, is approximately $700 million annu- 
ally and is growing, the railroads have continued to reduce their 
passenger fares below economic levels to the damage of the buslines 
in many instances, and, of course, increasing the passenger deficit. 
They have reduced their regular fares by publishing special fares in 
a number of instances, such as excursion fares, some of which have been 
for long duration. They have also published special furlough rates, 
special rates to the clergy, special section 22 Government quotations, 
multiple ticket rates involving groups and parties, all of which have 
reduced the regular fare, sometimes in excess of 25 percent. They have 
in a number of instances reduced their regular fares by sometimes as 
much as 50 percent, and these reductions have occurred in many in- 
stances between small communities where service is involved which 
the buslines are peculiarly well adapted to provide and with respect 
to which the railroads cannot possible compete on an economic basis. 
The result, of course, of that is to destroy the inherent cost and service 
advantages of the buslines. 

There is a recent ex: umple of that sort of thing which is described in 
the Wall Street Journal of May 14, 1958, in an article which de- 
scribes generally the railroad situation. There is a paragraph there, 
Mr. Chairman, which I would like to read for the record, if I may. 

Mr. Roserts. Certainly. 

Mr. Corser. It goes as follows: 

A few railroads are making some moves to try to stem the tide of traffic 
flowing away. One is the Missouri Pacific, whose president, Russell Dearmont, 


recently found his railroad was seeking to abandon the last train between Kings- 
ville and Brownsville, Tex. He made a quick decision to cancel the request and 
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then cut fares by almost 50 percent. He expects to win enough friends by the 
move to double the Mo-Pac’s share of fruit and vegetable hauling business 
from the Rio Grande Valley next summer. 

That is the sort of thing which occurs and of which we complain, 
and think it contrary to the national transportation policy, and is one 
of the reasons, as I have said, why we oppose these changes in rules 
for competitive ratemaking. 

That concludes my statement, Mr. Chairman. 

We appreciate very much the opportunity of appearing. 

Mr. Roserts. The committee appreciates your statement, Mr. 
Corber. 

I am sorry that more members of the subcommittee are not here 
this afternoon. Many of the members are out of the city on a con- 
gressional trip to New York. 

Does your organization support the construction reserve section of 
the Smathers bill ? 

Mr. Corper. It does; yes, Mr. Chairman. 

Mr. Roserts. I assume that you go along with the provision in H. 
R. 11527 which is the loan guaranty provision with proceeds to be 
used for capital improvements. 

Mr. Corser. We think that provisions like that should be extended 
across the board to other modes of transportation, and I haven’t seen 
the House bill and I am not sure whether it would extend the pro- 
vision to the buslines or not. We would like to see it extended to the 
buslines if it does not now do so. 

Mr. Roperts. May I ask you this: 

Is your membership experiencing any difficulty in obtaining fi- 
nancing for new equipment ? 

Mr. Corser. It is my understanding, Mr. Chairman, that it is; 
yes. I don’t have details on that. I would be glad to supply them for 
the committee's use if you desire them. 

Mr. Roserts. I think they would be very useful for the committee 
if you would like to supply that information. 

Mr . Roperts. Do you have any statistical data that show the finan- 
cial condition of the members of your organization over the past year? 

Mr. Corner. Yes, we do; and, as I said in my remarks, during 1957 
over one-fourth of the 126 class I carriers did operate in the red, 
lost money, operated at deficits. And four others broke even. The 
rest of them made some profit. 

Mr. Ropertrs. Was that the first time that that has occurred in 
the past few years? 

Mr. Corner. No. It has been going on for some time, Mr. Chairman. 
In the statement of Mr. Jessup there is a reference to this problem 
generally, and he points out that a number of the States have become 
concerned over the past few years about the declining financial posi- 
tion of the intercity bus industry, and they have sought to do some- 
thing about it. In some instances they have granted tax relief and 
undertaken other measures to assist these carriers. But it has been 
a continuing problem and it has come to the attention of a number of 
State legisla atures, and they have recognized the problem and under- 
taken to do something about it. 

Mr. Roserrs. Of the thousand carriers that constitute the member- 
ship of the national body, are any of those engaged in interstate 
operations ? 
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Mr. Corser. Yes. I am advised by our director of research, Mr, 
Chairman, that all of the members of the association are engaged in 
interstate operations. 

Mr. Roserts. Would you name some of the members of your organi- 
zation ¢ 

Mr. Corser. Of course, I might call your attention again to Mr, 
Jessup. He is with Virginia Stage Lines, Mr. Chairman. Then 
there is, of course, the Greyhound Corp. and its operating subsidi- 
aries and divisions; members of Trailways; and the rest of them 
are indpendent operators. 

Mr. Roserts. Do you have any way of advising the committee as 
to what part of the operations of your members are subject to State 
jurisdictions ? 

Mr. Corser. Do you mean from a legal standpoint ? 

Mr. Roserts. From the standpoint of ratemaking. 

Mr. Corser. I will ask Mr. Hosea to fill you in some on that, if I 
may, Mr. Chairman. He is director of research. 

Mr. Hosea. My name is Harold R. Hosea. I am director of research 
for NAMBO. 

It is an economic fact in the intercity bus industry that you must 
carry interstate and intrastate passengers in the same vehicle on most 
routes in order to approach a payload. In other words, over a route 
of 200 miles the number of passengers riding the entire route is insuffi- 


cient to make it a paying proposition. Therefore, you have to serve 


the intermediate communities with short-haul transportation. That 
means, therefore, that virtually every carrier—I know of no excep- 
tion—must have intrastate operating rights as well as interstate 
rights, and that fact automatically makes. them subject to the juris- 
diction of the State public utility commission or appropriate regula- 
tory agency with respect to their intrastate tariffs. 

Mr. Roserts. Do you experience the same difficulties that have been 
testified about on the part of the railroad industry with reference to 
timelag decisions in the State jurisdictions, as to abandonment and 
also as to rates? 

Mr. Corser. I can give you at least a starter on that, Mr. Chairman. 

Mr. Roserts. Just state, if you will, in making your statement what 
position you take with reference to those proposals. 

Mr. Corser. We support the proposals which the railroads have 
made, and which have been recommended by the Surface Transporta- 
tion Subcommittee for making more effective the control of the ICC 
over intrastate rates, because—we do have experience—it is inevitable 
in the regulatory field in dealing with State commissions that there 
will be experience with delays, delays which can be costly and work a 
good deal of damage. 

So we are generally in sympathy with that type of approach; as 
you know, of course, Mr. Chairman, the ICC does not have control 
over intrastate rates of motorbus operators as it does in the case of rail- 
roads. So we are not in the same position as the railroads. But we do 
have problems which arise in connection with intrastate operations 
which would make it desirable to have an effective centralized control 
which could protect the bus companies in their intrastate rates in the 
same way they are dealt with on the interstate level, because at times 
the State commissions do not act consistently with the Interstate Com- 
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merce Commission and there will be inconsistent rate results. The lack 
of uniformity is bad for the bus operation. 

So we have some experience with this situation and are in sympathy 
with the position of the railroads, and support those proposals. 

Mr. Rosertrs. Are you an attorney 4 

Mr. Corser. Yes, sir. 

Mr. Roszerts. How long have you represented this particular group # 

Mr. Coser. Two years, I guess, Mr. Chairman. 

Mr. Roserts. What has been your experience with reference to the 
attitudes of State commissions on abandonment of unprofitable opera- 
tions ? 

Mr. Corser. I have had no personal experience with that, Mr. Chair- 
man. I think Mr. Hosea may be able to give you some information on 
that. 

Mr. Hosea. Mr. Chairman, the situation is a little different with 
respect to bus operations from what it is in the case of railroads. 
Normally the States interpose no objection to the abandonment of bus 
services unless there is a formal objection by some civic group or com- 
parable organization. 

So the abandonment problem is not basically a serious one in our 
case. 

Mr. Corser. I might add that we, of course, don’t have the same 
compulsion that the railroads have to abandon some of their operations, 
and don’t have the need for abandonment that the railroads do. Sol 
would suppose we have not felt deficiencies in that particular field in 
the same way that the railroads would have felt them. 

Mr. Roperts. Generally speaking, on an interstate run how would 
your rates compare with the railway passenger rates per passenger- 
mile ? 

Mr. Corser. Mr. Hosea may correct me if I am wrong, but the rail- 
road rates in the coach service where we are most competitive I think 
vary from 3 to perhaps 5 cents a passenger-mile. Of course, there is a 
sliding-scale formula used by the buslines in establishing their pas- 
senger fares. So it is somewhat difficult to come up with an average 
figure, but I think it would probably average somewhere around 2 cents 
or under a passenger-mile. Mr. Hosea may want to add a comment to 
that. 

Mr. Hosga. Yes, I would, if I may. 

The fare structure of the intercity bus industry conforms to the 
experience pattern. It costs just as much to load and unload a pas- 
senger at terminal facilities, etcetera, who is riding 15 miles as it does 
for a passenger who is riding 100. Therefore, our fare structure is best 
described perhaps as a tapered-fare structure. In other words, the 
longer the ride the lower the rate per passenger-mile, so that for a 
very short haul our passenger-mile rate may be as high as 5 cents, 
perhaps in a few cases a little more. For journeys of 500 miles and 
up, the rate may decline to as low as a cent and a half a passenger- 
mile. That distinguishes it markedly from the typical rail fare struc- 
ture which in most cases compares with the flat rate per mile irre- 
spective of the distance traveled by the passenger. 

I can give you a very rough approximation. The fact that we 
have this tapered-fare structure makes it impossible to compute an 
average fare per passenger-mile, so that the only figure we have is 
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revenue per passenger-mile, and as of the present time that is approxi. 
mately 214 cents overall for the Nation, including both the short hau] 
and the long haul, a weighted average. 

The best figure that I can give you, and this is a rough approxima- 
tion, for a rail coach fare is somewhere between 2.7 and 2.9 cents per 
passenger-mile. 

There is a traditional differential, and has been for some years, 

varying between 20 and 25 percent between intercity bus fares and 
standard rail coach fares. 

Mr. Roserts. What was the period of greatest growth of the inter- 
city bus industry ? 

Mr. Hossa. The difficulty with that is primarily the fact that the 
intercity motorbus industry basically is an infant industry, and we 
have never had a period of what might be called normal operation, 
It became important in the 1930’s, which, of course, was the depres- 
sion period. At the end of the depression period we immediately 
entered the war period and experienced a tremendous growth. §o 
great was the demand, as a matter of fact, that our facilities were 
inadequate to supply the type of service that we would like to have 
supplied. 

So that our peak year as well as our trough year, if I may use that 
expression, is atypical, and our biggest year was 1944 when we trans- 
ported something of the order of 28 or 29 million passenger-miles. 

At the end of the war and with the reappearance of our principal 
competitor, which is the private automobile, as I am sure you gentle- 
men know, we have experienced a steady decline of approxim: ately 30 
percent since 1946 in our total volume of passenger-miles. 

Mr. Ropers. You are carrying what / About 34 or 35 million pas- 
senger-miles now ? 

Mr. Hosea. No, sir. Our peak year of 1944 was approximately 27.4 
million passenger-miles. 

Mr. Roserts. I confused the year with the number of miles. 

Mr. Hosea. As of the present time the figure is nearly 30 percent 
below that, somewhere between 25 and 30 percent below it. 

Those figures are not precise because of the fact that nobody meas- 
ures passenger-miles precisely, and those are estimates of the Inter- 
state Commerce Commission. 

Mr. Roserrs. On your buses, what is the rate of depreciation that 
you are allowed by the tax authorities? 

Mr. Hosa. Most. of the carriers figure the life of a bus is 8 years. 
There are lots of buses older than that, but that is the usual; 8 to 10 


years is the writeoff. 
Mr. Roserrs. That is all I have. 
Mr. Hale, do you have any questions ? 
Mr. Hauer. I don’t think so. 
Mr. Ronerts. Thank you, Mr. Corber. 


The next witness is Mr. H. R. Hansen, Jr., president of the Han- 
sen Pacific Corp., of Fortuna, Calif. 
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STATEMENT OF H. R. HANSEN, JR., PRESIDENT, HANSEN PACIFIC 
CORP., FORTUNA, CALIF. 


Mr. Hansen. Mr. Chairman, I am a shipper and I am not as 
familiar with the procedures as I might be if I were an attorney or 
representing a carrier. So I hope that I am doing this in the proper 
form. I have had to have my attorney mimeograph these copies of 
my testimony for me. 

‘Mr. Roserts. I think you are certainly in order, and just go ahead 
and either read your statement or you can summarize it for the 
committee. 

Mr. Hansen. In the interest of being concise, I have written it out, 
and if there are any questions I can supplement it. 

Mr. Roserrs. You may proceed. 

Mr. Hansen. Mr. Chairman, my name is H. Robert Hansen, Jr. 
I am from Fortuna, Calif., and I am president of Hansen Pacific 
Corp., a lumber manufacturing company. We ship our products to 
market via rail, truck, and ste: imship. 

As a shipper rather than a carrier, I feel that your subcommittee 
will be particularly interested in my views toward your proposed 
legislation on transportation. I feel that my place in the picture is 
import int. since, after all, as shipper I am one of those who pays the 

transportation bill. 

I heard of these hearings only by accident as I was in Washington 
on another matter. I think that relatively few businessmen other 
than the carriers know about these hearings. I think that the sub- 
committee should make a special effort to get the views of others 
who, like myself, are not aware that a matter of such importance is 
being considered by the Congress. 

The matter for which I have come to Washington is one which 
relates directly to the subject being discussed here. 

I have come to Washington on a freight rate matter which I think 
will be a good example for the sube ommittee to examine. I have 
been here assisting our attorneys in preparing a petition to the Inter- 
state Commerce Commission requesting reconsideration by a division 
of the Commission of the failure of the Suspension Board to sus- 
pend some proposed changes in rail lumber rates which, if they had 
gone into effect. at midnight on Tuesday, May 20, as proposed, would 
have wrecked the entire ec onomy of the northern part of California, 
and would have seriously affected the economy of the entire State. 

The proposed rate changes were reductions which ranged up to 
33-percent reductions on rail lumber rates from Oregon to California. 
These reductions for the Oregon mills on shipments of lumber into 
the California markets would have upset the economies of the in- 
os y by making it necessary for California mills to cut their prices 
at the mill in order to compete, to such an extent that a majority 
of the California mills would have been forced to close almost im- 
mediately. In addition, the lumber truckers and the coastal steamers 
would have been knocked out completely, and virtually overnight. 

The truckers and the steamship people, like the lumber industry, 
had submitted petitions to the Suspension Board of the Interstate 
Commerce Commission begging for suspension in order that the new 
rates be held up pending complete investigation and public hearings. 
The Suspension Board turned us down. 
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However, pursuant to our petition for reconsideration, a division 
of the Commisison reviewed the matter and did suspend the rates at 
the last minute. Needless to say, thousands of people in northern 

California breathed a sigh of relief on receiving word of the sus- 
pension. We now have “the opportunity to prove by presentation 
of evidence in hearings what the result of these drastic rate cuts 
would be. 

Over 65,000 people work in the California lumber manufactur. 
ing industry. The annual payroll is $350 million. The major part of 
the economies of 18 counties in California depend on lumber. More 
than $200 million has been invested in plants and equipment, most of 
it in recent years. 

This new California lumber industry, particularly for the manu- 
facture of Douglas-fir and ponderosa pine, has been built primarily to 
serve the new, rapidly growing California markets. Most of us have 
built our plants, relying on the rate structure that has been in exist- 
ence for the last several years. 

I’d like to point out to the subcommittee that had the rate reductions 
not been suspended, the new lower rates would have taken place at 
midnight, Tuesday, May 20, and as of right now the price of Douglas- 
fir lumber | delivered into Los Angeles from Oregon mills w ould be 
selling at $7.50 to $8 per thousand board-feet lower than the price of 
2 days before. The California mills, including our own, would not 
be able to cut their prices to meet this competition due to many tech- 
nical differences in cost of operation as compared to the costs in 
Oregon. Our timber has been purchased and our capital investment 
has been made relying entirely on a net mill return based on a freight 
rate differential which exists in favor of the California mills—by 
being closer to the market. 

After 2 years of very bad lumber business, housing slump, et 
cetera, we have suffered economic hardship already in the lumber 
areas. We have had high unemployment and have been considered 
as unusually depressed areas. It can be readily seen, therefore, that 
a shock like the one which I have just described would be the death 
blow. 

Even though my plant is efficient and competitive, my company 
would be facing financial ruin if these rates had gone into effect, and 
we would be preparing right now to close our plant which is worth 
$1.5 million and which maintains 250 jobs, and which provides more 
than half the payroll for our little town of Fortuna. This same situa- 
tion would face most of the lumber and plywood mills in northern 

California. 

As a member of the executive committee of our California Forest 
Products Shippers Association, I can also speak for over 150 other 
lumber companies who manufacture in total the major part of the 
lumber produced in our State. I have come to Washington on our 

rate suspension problem representing them as well as my own com- 
pany. 

When we first heard of the proposed rate tariffs, a committee of 
lumbermen met with officials of the Southern Pacific Co. in an at- 
tempt to dissuade them from filing. Our committee was turned down 
ona the fact that we emphasized the disastrous results which 
could be expected. In this meeting the lumbermen were told by the 
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railroad officials that a commitment had been made to the Oregon 
mills regarding a new lower freight rate which would give them 
better access to the large California markets. 

I submit herewith as an exhibit and as part of my testimony a 

hotostat of a newspaper story which appeared on the front page of 
the Eureka (Calif.) Humboldt Times on April 20, 1958. Does the 
chairman have a copy of that ? 

Mr. Rozerts. Yes. A member of the staff has just furnished me 
with a copy of the statement, which will be filed for the informa- 
tion of the committee. 

Mr. Hansen. All right, sir. 

I can state that this newspaper story accurately describes this 
meeting and the things which were said. I was present myself. 

In addition to the ghastly aspect of financial ruin from the effect 
of the price juggling of delivered lumber which these lowered rail 
rates would cause, we California lumbermen desperately fear the 
effect of eliminating the trucks and steamships from the lumber- 
hauling picture. We know that the proposed rates would wipe 
them out almost immediately. 

We are scared to death at the prospect of being served by only 
one form of transportation. We feel certain that the railroad after 
having eliminated its competition with these unrealistic rates would 
come forward later and show accounting figures to support a need 
for raising the rates back up. It seems more than incredible that 
the railroad could prove that the proposed lower rates would be 
adequately compensatory. 

Since April 4, 1951, our rail freight rates have been increased 
30 percent in 8 successive increases. These increases were approved 
by the Interstate Commerce Commission on the basis of railroad 
claims that its increased costs of operation made it absolutely nec- 
essary to raise these rates. 

Many shippers, like ourselves, are plenty bitter over having to 

ay these successive increases which we feel were made necessary 
y a spineless attitude on the part of the railroads with regard to 
meeting unreasonable and unrealistic demands of the railway unions. 
We feel that the railroads were complacent in their knowledge that 
we shippers were paying the bill anyway. 

The unfortunate effect on the lumber industry has been the loss of a 
ood many of our markets to other materials. A good example of this 
is the virtual disappearance of wood screen doors and window screen 
frames in the large middle western and eastern population centers. 
Most people in these areas now buy aluminum screen doors and 
frames. We were priced out of this market, principally by increased 
rail freight rates. In the face of this, you can understand how we 
find it hard to swallow the story that the railroads can now make 
drastic rate cuts, and make money at it. 

Let’s now talk specifically about the ratemaking section of the 
proposed legislation, and let’s see what effect it would have on our 
own problem. 

First of all, it was necessary for us to appeal to the Commisison. A 
suspension was granted. 

I have no way of knowing how the present rate case, in which my 
company is involved, will come out. The proposed rate reductions may 
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ultimately go into effect, be permanently suspended, or some changes 
may be made. What is important to me in appearing before this 
subcommittee is to point out that at least under the present ratemak- 
ing sections of the law all of the facts can or should come before the 
Commission. There are no restrictions against the Commission giy- 
proper consideration to all pertinent data. As a shipper with a pro- 
nounced interest in the direct and indirect effects of changes in trans- 
portation rates, I would be deeply concerned with any ¢ hanges i in the 
present rules of ratemaking which could serve in any way to deny 
information to the Commission or which could result in my being 
made completely dependent on one form of transportation. 

With the widespread hardship that would result, it would seem 
likely that this is surely not in accord with what the Congress seeks 
to accomplish with this new law. I speak not only for my own com- 
pany but for more than 150 other California lumber manufacturers, 
This same situation could easily be duplicated in other parts of the 
country if the railroads, using their fantastically complicated and con- 
fusing accounting figures as support, should set out to destroy compet- 
ing forms of transportation or to juggle the economy of one area or 
another to suit its own purposes. I should like to remind the com- 
mittee that this is exactly why the Interstate Commerce Act was 
passed in the first place—to control just this sort of thing. 

I am sure that all businessmen like myself will appreciate what Con- 
gress is trying to do with regard to improving the health of the Na- 
tion’s transportation system, but as a shipper and primarily as a busi- 
nessman, it is difficult for me to see how the railroads, if they are in 
financial difficulty, can possibly help themselves by dissipating what 
revenues they do have in competitive rate wars. 

I have just heard testimony given before the Senate Committee on 
Interstate and Foreign Commerce by the National Industrial Traffic 
League, a shipper organization supporting the new ratemaking pro- 
Visions as proposed. ‘I can fore efully advise you that there are many 
shippers like our lumbermen in California who would take violent is- 
sue with their views, and, therefore, as a final remark, I would like 
to recommend to the committee that the ratemaking section of the 
present law be left untampered with. I respectfully recommend also 
that you get more views from other shippers, particularly small ones, 
and from the public who may be seriously hurt by any changes in the 
rules of ratemaking which would weaken the present powers of the 
Commission. 

Thank you for this opportunity to give you my story. 

Mr. Roserts. Thank you, Mr. Hansen. 

I might tell you that the gentleman who is a member of the full 
committee—he is not a member of the subeommittee—Mr. Moss, had 
contac “y the staff and had given the staff a copy of your letter dated 
April 23, 1958, together w ith the articles which appeared in the press, 
and if ou would like, without objection, I would be glad to make a 
copy of this le ‘tter a part of the record. 

Mr, Hansen. Yes, sir; I would like to very much. It was that 
letter and letters of other lumbermen like me that alerted our mem- 
bers of our congressional delegation to what was taking place, and ask- 
ing them for advice and assistance, if possible. 
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(The letter referred to follows :) 
HANSEN PACIFIC CorP., 
Fortuna, Calif., April 23, 1958. 
Congressman JOHN BE. Moss, Jr., 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN Moss: I am writing to call to your attention a most 
desperate situation with which the lumber industry of California is presently 
faced. 

The Southern Pacific Railroad Co. has recently announced and has filed with 
the Federal Interstate Commerce Commission intention to reduce freight rates 
on lumber forest products from Oregon into California market points. These 
reductions are extremely heavy and would immediately permit shippers of 
lumber from Oregon to deliver lumber into Los Angeles for approximately $7.50 
per thousand board-feet cheaper than the present price. Included in the 
Southern Pacific proposal are reductions in freight rate for the California mills, 
and in our own case we would be afforded reduction of approximately $2 per 
thousand board-feet. Because of the disparity in the two reductions, we would 
be immediately thrown into the position of sustaining a reduction in our net 
return of approximately $5.50 per thousand board-feet. 

The result of this situation, in view of the present “buyer’s market” on 
lumber, would be virtual disaster for our company and for most of the manu- 
facturers of lumber in California. 

The objective of the Southern Pacific Co. in these moves is to completely 
crush all other forms of transportation which carry forest products. With the 
adoption of these revised freight rates, lumber trucks and coastal steamers 
would be immediately knocked out and we would become, overnight, dependent 
completely on one form of transportation. This would not be good for several 
reasons, but particularly due to the fact that in our own area the Southern 
Pacific Co.’s subsidiary the Northwestern Pacific is frequently out of service 
for long periods of time during the winter. 

Another objective of the Southern Pacific Co. is to induce Oregon lumber 
manufacturers who presently ship most of their lumber into the East to ship 
into California. With these drastically reduced freight rates, the Oregon 
producers would be induced to do this and the result would be the flooding of 
the California market with Oregon lumber. 

After two desperately bad years the lumber industry is in no position to 
stand such a shock. The effect of this move would be to cost the California 
lumber manufacturing industry $15 million to $20 million annually. Obviously 
a lot of unemployment would result and economic disaster would beset northern 
Cailfornia. 

The entire industry has united in a most amazing display of indignation. 
Presently, an organization has been hastily formed consisting of lumber shippers 
from five major areas of northern California: Eureka, Ukiah, Yreka, Redding, 
and the Sierra area. This organization has, for the time being, taken the name 
of California Forest Products Shippers. 

We are organizing to fight the railroad by petitioning the Federal ICC for 
a suspension. 

We enclose herewith several newspaper clippings which further describe this 
situation. 

We feel that this urgent situation demands your attention and we sincerely 
beg your assistance. 

Yours sincerely, 
H. R. HAnseEN, Jr., President. 


(The newspaper clippings referred to have been placed in the 
committee files. ) 

Mr. Rozerts. I might say that the chairman would like to thank you 
for your appearance, and we are glad to have this information. 

Mr. Hale, do you have any questions ? 

Mr. Hate. No. 

Mr. Hansen, I think your statement is extremely enlightening, 

and it is from an orphan point of view. At least we have not heard 
any similar statement in the present hearings. 
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I suppose, with respect to the cut in freight rates, the idea was to 
generate a heavier aah of traflic so that the railroads could make 
more money on the lower rate than on the higher. Was that the idea? 

Mr. Hansen. The railroads told us that that was their purpose, 
However, we lumbermen advised them that since we were lumbermen 
and not railroad men, we could hardly tell them how to run their 
business, but it was our observation from where we sat that they were 

making a serious mistake, that they were not going to get the extra 
volume which they thought they were. 

However, as often is the case, the information gathering was faulty, 
The people who go out and get the information are not as thorough 
or not as able to get at the facts as they might be, and we think that 
the railroad management was seriously misinformed. They seemed 
to be reluctant to accept this advice when we met with them prior to 
the time the tariff was published. 

We think that there were some other objectives in the thing also, 
That was one of them. 

Mr. Hate. I suppose the Oregon lumber companies were as much 
pleased by this rate as your people were displeased ; were they not! 

Mr. HANSEN. That is quite true. The Oregon "lumber companies 
were going to get a nice plum. But I don’t think it is right for some- 
body to gain weight by draining another fellow’s blood, and I think if 
the Oregon lumber companies had thought it over they might realize 
what is sauce for the goose is sauce for the gander. It might have 
happened to them, too. 

Mr. Hate. Maybe the Oregon people think you are draining their 
blood. 

Mr. Hansen. Maybe it is a matter for a little conjecture, but the 
point is, the Oregon mills did not depend for their livelihood on these 
new freight rates going into effect. It did not mean everything to 
them. It meant everything to the California mills that these new 

rates not go into effect, and what I would like to impress upon the 
committee and what I would like to recommend that the entire Con- 

ress bear in mind carefully when they are considering this legislation 
is that they be very careful about this part of Senator Smather’s 
report that cites the fact that the railroads are urging enactment of 
legislation that would restrict substantially the author ity of the Inter- 
state Commerce Commission in this field. They were refering to 
competitive ratemaking. 

I think that would be a very serious error for the Congress to make, 
and I think just the fact that I happened to find out about these 
hearings almost by accident is significant. 

We shippers are all too busy making our lumber, or our steel, or 
whatever the thing may be, and, of course, actually it is not only 
manufacturers of big things like steel and automobiles who are con- 
cerned. People who make ¢ alarm clocks and bedsprings and everything 
else have a stake in this thing, and I don’t think the Congress should 
get going too fast on it. 

I think there is no question about it—something has to be done for 
the transportation industry, and the railroads are in a lot of trouble. 
A lot of us have our own ideas as to why they are. Frankly, their 
management, I think, could take a good looking at. 
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If I ran my lumber business the way a lot of them run their rail- 
roads, I would be broke tomorrow. There are only a handful of good 
men who run the railroads, and the good men usually are suppressed 
by the ones who don’t know what they are doing. 

We have a branch railroad that serves us. It is owned by the 
Southern Pacific. It happens to be run by a very good man. We 
have a lot of respect for him. But the railroad is still owned by the 
Southern Pacific Co., and his authority is limited after all because 
he has to take his orders from San Francisco. He does a good job 
as an operating man, and we all respect him. But there are people 
further up in that organization whom we can’t say we feel the same 
way about. 

There is not a friendly feeling generally between shippers, at least 
of our size—most of us in the lumber industry are not very big—and 
the railroads in general. There is between us and our little branch 
line railroad up there because the people are cooperative. They try 
to do a good job for us, but when we deal at the higher echelons, 
generally we get a lot of trouble—talk and not very much satisfac- 
tion—and we are pretty bitter about it. 

Mr. Hatz. You like the short-line railroads better than the long- 
line railroads. 

Mr. Hansen. No, sir. I did not mean to convey that impression. 

My mill is located in the northern part of California. It is served 
by this little branch line that is owned by the Southern Pacific. It 
is the only rail service there is up there. 

Mr. Hate. I was particularly interested in what you said about 
wooden screen doors and window screen frames because we have a 
concern in my hometown which makes doors and screen frames. I 
myself have noticed that screen doors now seem largely to be made 
from aluminum, which must be considerably more expensive than 
the wood, is it not? 

Mr. Hansen. There are technical features like the possible longer 
life and so forth, but principally there is a matter of first cost. They 
are perhaps a little more expensive than wood, but not so much more 
that the buying public isn’t willing to pay it. 

The point is, our competitive position has been seriously hampered 
by the fact that our rail freight rates have gone up and up and up 
until they reached 30 percent in those successive increases I have 
mentioned. But that is only in the last 7 years. In the last 10 years 
they have gone up over 50 percent. 

Mr. Hare. What about freight rates on aluminum doors? Are 
they lower? 

Mr. Hansen. I don’t think they are. I think probably there have 
been some advances in those rates, too. I don’t know of any rate on 
any major item or commodity that probably hasn’t been raised. But 
a freight rate change on lumber coming from as far as the west coast 
to the big markets in the Middle West would be a little more sig- 
nificant than a freight rate change on aluminum which starts from 
a manufacturer closer to the market. A freight rate hurts the lumber 
industry a lot more than it might some other industry. 

Mr. Harr. Do you suggest that the switch from wood to aluminum 
results from some freight rate discrimination in favor of aluminum? 

Mr. Hansen. No; I won’t suggest that. I am just suggesting that 
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the railroads have done a miserable job of management and they have ] 
a spineless attitude dealing with their unions. Everytime we read cou 
in the paper about another w age increase being given to the railway law 
unions, we groan because we know it is going %D be passed right on, to 
and it is going to be part of our expense. We are plenty bitter about do 
th: ut. rec 
Of course, that is partly true with what is wrong with the whole 
economy. That is why the Italians and Germans are taking away ] 
automobile business, and a lot of things are happening because appar- 
ently we don’t expect a day’s work for the payroll dollar any more, ph 
There seems to be a trend in that direction. Sothe1 railroads certainly pli 
are not alone. But they seem to have been more remiss in that respect | 
than many other big industries in granting undue wage increases and 
permitting fe: atherbedding and all sort of rediculous situations which WwW 
cost me money as a shipper. 3 
I could cite you examples of things that happen on the Northwestern in 
Pacific, the branch line I talked about, which is owned by the South- 
ern Pacific, where we don’t get switched sometimes or we are switched ga 
late down in a remote place where we load logs because the crew has 19 
run out of time, as they put it, and they have to go clear back toa da 
place where they can put on another crew. in 
That isn’t the fault of the people running the railroad in that fa 
area. That has been handed down from a lot farther up. They G 
don’t have anything to say about it, but it is just an example of the M 
type of ridiculous situation that the railroads have to put up with m 
because somebody way up sometime ago gave in to a lot of that stuff. m 
Mr. Hare. Do you think railroad management is more supine about to 
the demands of railway labor than the automobile manufacturers p 
about the demands of their labor ? re 
Mr. Hansen. Yes, sir, I do; although I can’t say that the automo- st 
bile manufacturers have been particularly strong in resisting increases 0 
in their costs. They probably have been more so than the railroads, p 
Mr. Harr. You raise some very interesting questions. I do not 
think we can settle them all this afternoon. re 


Mr. Hansen. I don’t think the matter of wages and labor costs 
can be settled, and I am sure that is a pretty general subject. 

I would merely like to point out that it may be possible that the 
Congress might like to get at the basic reason why the railroads are E 
in trouble. One of the basic reasons I would like to submit is this 
labor situation. 


Congress, with this kind of legislation, obviously can’t do anything \ 
about that. But in giving a lot of sympathy to the railroads and a 
lot of concern over the problems of the railroads, I think that some t 
of the basic reasons for their problems ought to be looked at, and 
before we give them blanket authority i) make their own rates and { 
make up the rules of the game in a discriminatory manner and per- 
hi ps at the expense of other forms of tr: ansportation or at the expense ; 
of . shipper like myself and other shippers like the lumberman, I 
think the Congress ought to take a good, careful look at it. That ; 
is why I say this ratem: aking provision, as sal forth in this legislation, 


has a lot of very undersir able features, and I don’t think the C ongress 
has been fully aware of that. 
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I was just shocked when I read S. 3778 and H. R. 12488. I just 
could hardly believe that the Congress would consider enacting into 
jaw a situation that would actually make it possible for the railroads 
to do what the Southern Pacific Co. was apparently setting forth to 
do with these rate changes which they have been proposing in our 
recent case. 

Mr. Rozerts. Thank you, Mr. Hansen. 

Mr. Hansen. Thank you, Mr. Chairman. 

I have here more copies of this newspaper article and also some 

hotos of our plant in case the committee would like to see what a 
plant looks like. I would like to attach them. 

Mr. Rozerts. They may be filed. 

Mr. Hare. We have some lumber plants in Maine, Mr. Hansen. 
We used to have. 

Mr. Hansen. Yes, sir; I know that. That is where the lumber 
industry began in this country. 

Mr. Roserts. The Chair has received statements from various or- 
ganizations; a statement from the port of Long Beach dated May 16, 
1958; a statement from the Chamber of Commerce of Pittsburgh, Pa., 
dated May 15, 1958; a statement from the National Grange, Wash- 
ington, D. C., dated May 20, 1958; a statement from Southwest Manu- 
facturing Co., Little Rock, Ark.. dated May 16, 1958; a telegram from 
George H. Shafer, Weyerhaeuser Sales Co., of St. Paul, Minn., dated 
May 20, 1958; a telegram from C. B. ¢ ‘ulpepper, secretary ‘ and general 
manager of the Atlanta Freight Bureau, dated May 16, 1958; a state- 
ment from the Chamber of Commerce of the United States, Washing- 
ton, D. C., dated May 19, 1958; a statement from Mr. G. C. Taylor, 
president, Mississippi Valley Barge Line Co., of St. Louis, Mo., rep- 
resenting the Inland W ater ways Common Carrier Association; a 
statement from Mr. Howard E. Simpson, president, the Baltimore & 
Ohio Railroad Co.; and a statement from Mr. Alfred E. Perlman, 
president of the New York Central Railroad, dated May 19, 1958. 

Without objection, these statements will be made a part of the 
record. 

(The documents referred to follow :) 

THE Port or Lone BEAcH, 
Long Beach, Calif., May 16, 1958. 


Hon. OREN Harris, 
House Office Building, 
Washington, D.C. 

Dear Str: We have recently had the opportunity to read the text of proposed 
legislation known as bill 8. 3778 which has been advanced by a committee headed 
by the Honorable George A. Smathers concerned with solving many of the Nation’s 
transportation problems. 

This legislation, as we are informed, may be cited as “The Transportation Act 
of 1958” and has been primarily designed to alleviate many problems now con- 
fronting the railroad industry. 

The proposed amendment to section 15 (a), specifically paragraph 3 thereof, 
which reads as follows, is of explicit concern to us: 

“In a proceeding involving competition with another mode of transportation, 
the Commission in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move- 
ment of the traffic by railroad and not by such other mode.” 

Past experience in connection with rail requests to the ICC to meet water 
competition has led us to believe that favored treatment has been accorded far 
too often to the railroads without, in our opinion, sufficient consideration given 
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to the effect upon water transportation. Cursory examination of the present 
plight of the coastwise and intercoastal water carriers will justify this contention, 
At the earlier hearings conducted by the subcommittee, it is our understandj 


that only problems dealing with the railroads were considered and that there. 
fore many other parties now interested in the proposed bill did not appear, 
Therefore, in the interest of fair play to all concerned, please be advised that 
we are not only strongly opposed to the above-quoted proposed amendment to 
paragraph 3 of section 15 (a), but respectfully urge your consideration in conduct. 
ing a public hearing regarding this proposed legislation. 
Respectfully yours, 


B. J. AMAR, 
General Manager, 

By E. F. MANNING, 
Port Traffic Manager, 


Tue CHAMBER OF COMMERCE OF PITTSBURGH, 
Pittsburgh, Pa., May 15, 1958. 
Hon. OREN Harris, 
Chairman, Transportation and Communications Subcommittee, 
House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D.C. 


My Dear Mr. Harris: The Chamber of Commerce of Pittsburgh is most 
concerned with the potential dangers threatening one of the major segments 
of the transport industry—e. g., the railroads. At the same time it is believed 
that all other modes of transport must be considered because of the related 
problems. The chamber is recommending that certain action be taken by Con- 
gress to alleviate some of the problems in our surface transportation industry. 

The Chamber of Commerce of Pittsburgh represents a large segment of 
business and industry in the United States. Its corporate membership num- 
bers over 1,300, and since Pittsburgh is the industrial heart of the Nation, 
it is directly concerned because of the continued downward trend in employ- 
ment, the tremendous decrease in business activity, as well as the upward 
spiral of prices. It is sincerely felt that immediate steps must be taken to 
improve present conditions and to establish long-range plans assuring a sound 
economy. 

The enclosed statement urgently recommends and requests both immediate 
and long-range remedial action to protect our transportation industries, as 
well as the railroads, and the economy of the United States. 

It is respectfully requested that this resolution be given earnest consid- 
eration in preparing legislation affecting the transportation industry. Copies 
are being forwarded to all Congressmen and other influential parties. Your 
cooperation will be sincerely appreciated. 

Respectfully, 
SHERMAN P. VOORHEES, 
Executive Director. 


STATEMENT AND RECOMMENDATIONS ON SURFACE TRANSPORTATION PROBLEMS FROM 
THE CHAMBER OF COMMERCE OF PITTSBURGH TO THE CONGRESS OF THE UNITED 
STATES 

INTRODUCTION 


Transportation is one of the main pillars of the economy of the United States, 
For many years the railroads have been considered the heart of the transporta- 
tion system, and when the railroads suffer serious economic difficulties, gen- 
erally all other carriers and businesses are affected in the same manner. The 
problems confronting the transportation industry today are a matter of grave 
concern to the entire business community—conecern which can only be alleviated 
through helpful legislation, improved regulatory procedures, and emergency 
financial assistance. 

As important as the railroads are to the Nation and State, they are like- 
wise extremely important to the city of Pittsburgh. At the same time, the 
other forms of transportation, motor and water, must be considered in order 
to maintain a healthy and vigorous economy. Numerous studies have been 
made in recent years on the problems of railroads and other surface carriers. 
For many months both the Senate and House have been holding hearings and 
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conducting investigations concerned with legislation to improve the situation 
by remedial action involving economic regulation and financial assistance. 

The Chamber of Commerce of Pittsburgh is a trade association of over 1,300 
pusinesses in the industrial heart of the United States—Pittsburgh. These 
pusinesses, both large and small, represent a large segment of the business 
interests of the country. 

The purpose of the Chamber of Commerce of Pittsburgh is to “promote, pro- 
tect, foster, and develop the commercial manufacturing, financial, and general 
interests of the municipality, State, and Nation, and generally to use such law- 
ful means as may be necessary for the encouragement and protection of such 
interests.” 

The chamber of commerce, in addition to many other businesses, represents 
all modes of carriers and users of transportation. Committees and councils of 
these groups have been organized to consider the problems and the handling 
of transportation matters, and thorough deliberation has been given in making 
these recommendations affecting transportation which would benefit the entire 
community, State, and Nation. 


RECOMMENDATIONS OF THE CHAMBER 


The Chamber of Commerce of Pittsburgh urges that the Congress of the 
United States earnestly consider the recommendations herein. 

The Chamber of Commerce of Pittsburgh recommends that Congress— 

(1) Provide for the establishment, by common carriers subject to the Inter- 
state Commerce Act, of adequate “construction reserve” funds as a means of 
obtaining tax deferrals to stimulate investment in equipment and other neces- 
sary facilities, and also that more realistic allowances for depreciation be 
established on the plant and equipment of all regular common carriers. 

(2) Establish more effective procedures so as to enable the Interstate Com- 
merce Commission to remove discrimination against interstate and foreign 
commerce found to be a result of intrastate rates. 

(83) Grant authority to the Interstate Commerce Commission, when appro- 
priate, to discontinue, curtail, or consolidate nonprofitable railroad services and 
facilities which have a burdening effect upon interstate commerce. 

(4) Limit the scope and application of the exemption applicable to agricul- 
tural commodities, making subject to regulations those commodities and move- 
ments not contemplated in the original act. 

(5) Amend the act to make it clear that all commercial transportation of 
property by motor vehicle in interstate or foreign commerce, except legitimate, 
private carriage, be made subject to regulations and thus incorporate into law 
prohibition of “buying and selling” operations. 

(6) Repeal the 3-percent Federal excise transportation tax on freight and 
the 10-percent Federal excise tax on passenger charges. 

(7) Establish more equitable charges and equal conditions for the transporta- 
tion of mail. 

(8) Establish a plan of guaranteeing Federal loans made by commercial lend- 
ing institutions under strict standards and regulations, to aid temporarily com- 
mon carriers which are subject to the Interstate Commerce Act, and which are 
unable to obtain “needed” funds through ordinary commercial channels. 

The Chamber of Commerce of Pittsburgh respectfully requests that the Con- 
gress enact legislation which will include the above recommendations and will 
effectively implement both short- and long-range planning to maintain for 
Pittsburgh, the State of Pennsylvania, and the country a sound, progressive, and 
healthy transportation system. 


NATIONAL GRANGE, 
Washington, D. C., May 20, 1958. 
Hon. OREN HARRIS, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 

DEAR CONGRESSMAN Harris: In connection with the current hearings on com- 
mon carriage ratemaking before the Transportation and Communications Sub- 
committee of the House Committee on Interstate and Foreign Commerce, I 
would like to submit for your consideration the ratemaking recommendations 
of the National Grange. 
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The position of the National Grange on ratemaking was adopted by our dele 
gate body at its annual meeting in Cleveland, Ohio, in November 1956—and cop. 
tinues in effect. The statement is as follows: 





“RATEMAKING 





“All rates governing ‘for hire’ transport engaged in interstate commerce by 
public agencies should be in the best interests of the users, while providing g 
reasonable return to the investor, consistent with efficient operation and man. 
agement. 

“Rates should not be set so as to allocate traffic on some theory of fair share 
or the right to meet competition. 

“We favor prohibiting the fixing of a rate for any one form of transportation 
to protect another. 

“In setting a minimum rate, the Commission should not consider the effect of 
such a rate on the traffic of any other mode of transportation, or whether such 
rate is lower than necessary to meet competition of any other mode of 
transportation. 

“It is the opinion of the Grange that those who buy transportation should be 
protected, first by competition, and secondly by regulation, whereby the ICC is 
authorized to determine and enforce (1) the maximum rate that any carrier or 
group of carriers may charge, (2) the minimum rate, and (3) the just and rea- 
sonable rate relationships between persons, localities, or commodities. 

“The Grange favors leaving a zone of lawfulness, wherein carriers’ manage- 
ment would be free to give effect to cost advantage of its service in response to 
the influence of competition. The power of the ICC to set precise rates should be 
preserved, but it should be exercised only to prevent unjust discrimination and 
to establish through routes and joint rates. 

“Proposed tariffs filed by carriers which are below the maximum rate but 
which are compensatory should be approved, even though such tariffs are below 
the costs of competing carriers of the same, or other modes of transportation.” 

If appropriate, we would request that this statement be made a part of the 
record of the current hearings. 

Sincerely yours, 
GORDON K. ZIMMERMAN, 
Research Director, 





SOUTHWEST MANUFACTURING Co., 
Little Rock, Ark., May 16, 1958. 











In re relief legislation for railroads. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DEAR OREN: Needless for me to burden you with additional evidence as to the 
plight our railroads find themselves in at the moment, but instead, furnish you 
with facts as to what our five major railroads mean to the State of Arkansas 
with the belief that you and your committee will, with prompt dispatch— 

1. Eliminate this 3 percent freight excise tax and the 10 percent on passenger 
fares. 

2. Give the railroads freedom to price their services competitively with appro- 
priate safeguards. 

3. Provide adequate protection from unregulated competition. 

4. Give them more freedom to control their operating costs. 

Safeguarding this basic industry is a must and, if we want to take a partisan 
view of it, let’s consider what the railroads mean to the State of Arkansas ona 
few items. 
















Last year they paid— 
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These are just a few of the most important items. It follows that out of wages, 
their employees paid our State—personal, property, and income taxes. The rail- 
roads pay an income tax, too, if operated profitably. The above figures were 
obtained from our statehouse and from one of the railroads operating in 
Arkansas. 

As I see it: If we hold to the proposition that we must have railroads in this 
country, we must face up to some hard facts and make up our minds which route 
to take. 

Rate increases? 

Their rates are too high now and noncompetitive on hundreds of commodities. 
Rates on boats are prohibitive. Will further aggravate our highway problems by 
encouraging more private hauling. 


Subsidy? 
It would be no worse than tax money paid airlines—or for highway systems 
that are constantly being broken up by trucks. 


Federal Government-owned railroads? 
That was necessary during the First World War and very uneconomical; in 
fact, it was deemed a failure and very costly to our Government. 


Loan railroads operating money? 


This will not cure anything. It will add to their debts—for profit only can pay 
these loans back. 

What about the investment in railroads held by widows—trust funds, insurance 
companies, colleges? 

What about other industries that depend on railroad purchases of equipment, 
operating and maintenance supplies? 

What will replace the passenger revenue the railroads lost to automobiles and 
air transportation? 

The railroads are strapped with their right-of-way investment and maintenance 
costs on shrunk revenues. 

I read with much interest your ideas toward giving the railroads proper relief 
as opposed to what Commerce Secretary Weeks recommended. Now Senator 
Smathers introduced Senate bill 8778, which I hope will not be diluted by amend- 
ments before its passage. 

Our successful American way of life stems from freedom of operation within 
constitutional legal limits, particularly those functions which enjoy granted 
monopolistic operations. Generations of rulings regulating railroads to prevent 
abuse are in many instances no longer applicable and certainly need revision. 
If given this freedom, they can get their house in order and show a fair profit. 

A constitutional amendment will be submited to the Arkansas voters this sum- 
mer, known as “Freedom To Hire.” This movement is headed by ex-Governor 
Ben Laney, chairman of Committee for Industrial Progress. This is aimed at 
featherbedding in industry. 

Further, a bill is now initiated by the railroads so the people of Arkansas can 
vote to repeal the full-crew laws, again aimed at featherbedding. 

You have an unusual opportunity to apply a cure for one of our oldest and 
most necessary industries, and I hope you will be successful in producing a com- 
panion bill and its passage in the house. 

Sincerely, 
Frep J. VENNER, President. 


ATLANTA, GA. 
Hon. OREN Harris, 
Interstate and Foregin Commerce Committee, 
House of Representatives, Washington, D. C.: 

Re hearings your subcommittee yesterday, today Atlanta Freight Bureau 
joins railroads in requesting legislation that will permit easier but orderly 
abandonment unprofitable service; also favors legislation easing restrictions 
publication competitive rates by rail carriers. 

C. B. CULPEPPER, 
Secretary and General Manager. 
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St. Pau, MInn., May 20, 1958, 
Hon. Oren Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C.: 


Understand consideration will soon be given to 8. 3778, which, among other 
things, would amend section 15-A of the Interstate Commerce Act in such a 
manner as to require the Commission to consider the facts and circumstances 
attending the movement of traffic by railroad and not by other modes of trang. 
portation. When fixing reasonable minimum rail rates, have long been of the 
opinion that rates for each mode of transportation should be based on facets 
and circumstances, and conditions pertaining to the particular mode involved 
and not upon the facts, circumstances, and conditions surrounding an entirely 
different mode of transportation rail rates. For example, should not be held to 
a particular level in order to preserve the rate structure of another carrier, 
We, therefore, wholeheartedly support the pinciple involved in the proposed 
amendment to section 15—-A. The record covering hearings before your subecom- 
mittee during April 1957 in connection with H. R. 5523 and other surface trans. 
portation bills contains my views (p. 461) on the above subject. 

Georce H. SHAFER, 
Weyerhaeuser Sales Co, 


STATEMENT OF CHAMBER OF COMMERCE OF THE UNITED STATES, May 20, 1958 


The following recommendations are presented in connection with hearings on 
railroad industry problems, but we wish to emphasize that they were developed 
and are designed to obtain a stronger national transportation system in the 
interest of both the general economy and national security: 































REVISION OF PRESENT 





PRACTICES RELATING TO COMPETITIVE RATEMAKING 
At present, the Interstate Commerce Commission uses as one of its guides for 
rate setting the effect such rates would have on other modes of transportation, 

The principle of denying lower rates because they would harm a competing 
form of transport ignores the varied characteristics of the several modes. One 
form may be able to handle a given shipment at a lower cost than another. How- 
ever, in today’s regulatory scheme, a lower cost may not be sufficient to justify 
the establishment of a reduced rate because of a possible adverse effect on a 
competing form of transportation. When this happens, the lowest possible 
transportation rates are not being made available to the shipping public, and 
the consumer is paying higher charges than necessary. 

The chamber believes, therefore, that the public interest can best be served 
by amending section 15 (a) of the Interstate Commerce Act to make clear that 
the effect of proposed rates on another carrier should not be a consideration in 
determining fair and equitable rates for the future, provided they are not less 
than minimum reasonable rates for the carrier proposing them. 

If this recommendation should become law, there are other sections of the 
act which would prevent a carrier from setting unfair or unreasonable rates. 
The first three sections of the Interstate Commerce Act declare such rates unlaw- 
ful and empower the Commission to protect the public interest in this regard. 













DISCONTINUANCE OF UNPROFITABLE SERVICES 





One of the most serious problems facing the railroads today is the continuing 
unprofitable passenger train services. The total passenger deficit is running well 
in excess of half a billion dollars each year. Practically all of this drain on 
deteriorating railroad revenues must be made up from freight service, meaning 
that the Nation's shippers are underwriting these losses. 

We all recognize that people are not using the trains for travel as they once 
did. Many passenger trains in operation today carry only a handful of patrons. 
When this happens, it represents an unreasonable economic waste. 

The continued operation of these unprofitable trains stems largely from the 
reluctance of the State regulatory agencies to permit their discontinuance, 
usually because of strong local pressures. It appears to be clearly in the public 
interest for all regulated common carriers to be given greater latitude in the 
abandonment of unprofitable services. 
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We rocommend that the Interstate Commerce Commission be given authority 
to act, following denial by State regulatory authorities or failure of such author- 
ities to act within a reasonable period of time, on the right to discontinue intra- 
state services that unreasonably discriminate against, or place an undue burden 
on, interstate commerce. 

INTERSTATE RATES 


Another serious situation is brought about by the reticence of State regulatory 
podies to expeditiously consider and act on increased intrastate rates sought 
after similar increases have been granted on interstate rates. As long as such 
increases in interstate rates are withheld, the delay constitutes a burden on and 
discrimination against interstate shipments. 

The chamber urges that all carriers subject to Federal regulation be afforded 
an adequate and equal degree of protection against such discriminatory intra- 
state rates and fares. 


CLARIFICATION OF CONGRESSIONAL INTENT CONCERNING COMMON OWNERSHIP 


Another important step which the chamber recommends is that Congress take 
whatever action is necessary to permit one form of transportation to own and 
operate another form, with controls appropriate to preserve competition and 
reasonable limitation of territorial rights. 

Every transportation company represents an investment in money and ex- 
perience. We believe that a broader opportunity should be made available for 
this money and experience to engage in any other form of transport, under 
appropriate regulatory controls. 

The shipping the traveling public should have available to it, the best service 
that can be provided by utilization of different means of transportation under 
a single management, and the convenience resulting from such arrangements. 

A certificated carrier should be given the same opportunity to enjoy the benefits 
possible through diversification as any other independent corporation or person. 

It has been argued that common ownership of other modes of transportation 
will result in the absorption of all for-hire carriers in a given area into one 
or a few companies. We do not agree with this, and reasonable regulatory 
controls can assure against such a development, in any event. We believe that 
independent carriers have advantages that will enable them to compete success- 
fully between modes just as they now do within a single mode. 

We therefore recommend that existing statutes be clarified to assure that 
operators of one form of transportation service will be permitted to operate 
other forms within reasonable territorial limits upon adequate showing to the 
appropriate regulatory authorities that it would be in the public interest and 
would not unduly restrain competition, provided there is a finding by such 
authority that the intent of the controlling carrier is not to use the acquired 
earrier of another mode to destroy that other mode or independent competition 
by carriers of that other mode. 


REDEFINITION OF THE AGRICULTURAL EXEMPTION IN THE INTERSTATE COMMERCE ACT 


There is an acute need for clarification of the agricultural exemption clause 
in the Interstate Commerce Act. As matters now stand, recent court interpre- 
tations have upset long-established precedents and created confusion within the 
transportation and the food industries. 

The principle of exemption for farmers, nurserymen, and fishermen should 
remain in effect to provide needed flexibility. However, a reasonable cutoff 
point should be established which will place the movement of commercially 
processed commodities into regulated channels. Accordingly, the chamber rec- 
ommends that the exemption should not apply to commercially processed articles 
in which the initial owner—farmer, nurseryman, or fisherman—has no direct 
interest in either their transportation or their transportation costs. It should 
also be limited to domestic commodities. 

The continuing loss of common-carrier business brought on through broaden- 
ing the exempt-commodities list by the courts has proven serious. Every time 
another category of commodities is declared exempt, it has the effect of drying 
up another important source of revenue freight for this vital public-service 
industry. The remaining traffic is forced to shoulder increased burdens and our 
common-carrier service is weakened. 

28621—58——_24 
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The present situation is also discriminatory. The regulated carrier must 
publish his rate, adhere to it, and change it only through established processes, 
The exempt hauler is under no compulsion to file his rates, and may change them 
at will. He is virtually assured the traffic by fixing a rate just under that of his 
regulated competitor. This situation undermines not only the common-carrier 
system, but the entire regulatory process as well. 

For these reasons, the chamber recommends that the agricultural exemption 
in the Interstate Commerce Act (sec. 203 (b) (6) ) be limited as suggested. 


TESTIMONY OF G. ©. TAYLOR, PRESIDENT, MISSISIPPI VALLEY BARGE LINE Go, 
oF St. Louis, Mo., REPRESENTING THE INLAND WATERWAYS COMMON CARRIER 
ASSOCIATON, AGAINST SECTION 5, S. 3778 


My name is G. C. Taylor. I am president of the Mississippi Valley Barge 
Line Co., with headquarters in St. Louis, Mo. The statement I am about to 
make is presented on behalf of the Inland Waterways Common Carriers Asso- 
ciation, of which my company is a founding member. 

The Inland Waterways Common Carriers Association is composed of most of 
the common carrier bargelines on the inland waterways of mid-America. We 
serve 21 States along 6,500 miles of navigable rivers and canals. 

We appear here today in opposititon to section 5 of S. 3778. This is the con- 
troversial section that would change the rules of railroad ratemaking by adding 
a third subparagraph to section 15 (a) as follows: 

“In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a rail rate is lower than a reason- 
able minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode.” 

We do not oppose the other seven sections of this bill. We are genuinely 
anxious to see the railroads recover full economic health. It is our position, 
however, that the changes in the rules of railroad ratemaking proposed in this 
section could result in the elimination of the powerful influence of low-cost 
barge transportation on the economy of the midcontinent half of the Nation. 

The central issue raised by this new proposal is whether the Interstate 
Commerce Act shall continue to operate as a safeguard for the public as well as 
for ourselves against the misuse of economic power. 

I think you should know that the recession has become a serious matter for 
the bargelines as well as for other forms of transportation and for industry gen- 
erally. At the end of April, 24 percent of our towboats were tied up. It had 
been necessary to reduce our towboat personnel by 26 percent. 

In the first quarter of the year, the members of the IWCCA experienced a de- 
cline of 15.3 percent in gross freight revenues, compared with the same period 
in 1957. Gross freight revenues declined from $19,196,000 in 1957 to $16,248,000 
for the first quarter of 1958. 

As you are aware, the act as it now stands is the only safeguard available to 
the surface transportation industry against unfair and destructive competitive 
practices. The Reed-Bulwinkle Act of 1948 specifically exempts the transporta- 
tion industry from the antitrust statutes and permits regulated carriers of the 
same type to meet together to agree upon industrywide rates. The Robinson-Pat- 
man Fair Trade Practices Act specifically exempts the regulated transporta- 
tion industry on the theory that the objectives of that act will be achieved 
through ICC control over competitive practices. 

If the Interstate Commerce Commission is to be restrained from considering 
the effect of reduced rail rates on other modes of transportation, there can only 
be one result: the way will be opened for a rate war of extermination against 
smaller and weaker carriers without any means of control by any impartial 
agency over practices which would be condemned either under Unfair Trade 
Practices Act or the acts designed to prevent monopolies. 

The seriousness of the issue before us is emphasized by the testimony of the 
Chairman of the Interstate Commerce Commission, Mr. Howard Freas, before 
the Senate subcommittee. He said: 

“IT believe that if transportation history teaches any one thing, it is that 
while competitive forces generally are effective in reducing prices and improving 
standards of service, these same competitive forces in the transportation field, 
if unchecked will result in eliminating competition as between competing ship- 
pers, geographical areas, and territories.” 
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In 1955, the Secretary of Commerce issued a report recommending legislation 
known as the “three shall nots” which, if enacted, would have had the same 
effect as the present proposal. It is most significant that further careful study 
of this recommendation has now led the Commerce Department completely to 
reverse its stand. In a letter to Senator Smathers, Sinclair Weeks, Secretary of 
Commerce, said on April 22, 1958: 

“A ‘three shall not’ rule, if made applicable outside the transportation field, 
would seem to conflict with provisions of the antitrust laws applicable to the 
rest of the industry, which require consideration of the effect of unreasonably 
low prices on competition. 

*% * * * * * * 

“Instead of the ‘three shall not’ rule, it is urged that the Congress enact 
legislation which would permit the Interstate Commerce Commission, in deter- 
mining what is less than a reasonable minimum charge, to take into con- 
sideration the effect of a rate on competition or on a competitor only where its 
effect might be substantially to lessen competition or tend to create a monopoly 
in the transportation industry or where the rate was established for the purpose 
of eliminating or injuring a competitor.” | Emphasis ours. ] 

In other words, it is basic to our free enterprise system that destructive and 
unfair competitive practices must be restrained if competition is to flourish. 

Thus, it is clear that the bargelines are not alone in their fears of rate wars. 
You will recall, as we do, that the railroads have once before put the water 
earriers out of business. There is wide recognition of the fact that they could and 
would do so again if given the opportunity. The passage of time has changed 
the type of equipment used and the operating personnel, but the character and 
keenness of the competition is the same. 

I will not take up your time with extensive quotations from the Senate debate 
which led to the enactment of the safeguards which we believe would be repealed 
by the Smathers proposal. Suffice it to say that the water carriers, with the 
single exception of my own company, vigorously opposed the extension of regula- 
tion to the river. The principal fear at that time was the prospect of the manip- 
ulation of railroad rates in such a manner that water differentials reflecting 
the inherent advantages of low cost water transportation would be eliminated. 
Senators Reed, Truman, Wheeler, and Connally took pains on the Senate floor to 
bring out that the intent of the legislation was to insure continuance of water 
transportation under fair and impartial regulation. In the discussions of this 
subject, the national transportation policy, which specifically says among other 
things that the act is to be administered so as to recognize and preserve the 
inherent advantages of various modes of transportation, was repeatedly referred 
to. In addition, the proponents also referred to section 305 (¢c) and section 
15 (a) as providing protection for the water carriers from destructive competition. 

The following colloquy took place between Senator Norris, of Nebraska, and 
Senator Wheeler, of Montana, during the debate: 

“Mr. Norris. Disastrous rates can be brought about by reducing them just as 
well as by increasing them, as a matter of fact. 

“Mr. WHEELER. Exactly. 

“Mr. Norris. And the water carrier ought to be protected on the freight that 
ought to be carried by water rather than on the railroads. 

“Mr. WHEELER, It would be absolutely protected under this measure. 

“Mr. Norris. That is what I want to see done. 

“Mr. WHEELER. There is not any question about it. Under the ratemaking 
provision and under the other provisions I have read, there is not any question 
about it.” [Emphasis ours. | 

The ‘‘provisions” to which Senator Wheeler referred were, of course, the trans- 
portation policy and the concluding sentence of section 305 (c) which reads: 

“Differences in the classifications, rates, fares, charges, rules, regulations, and 
practices of a water carrier in respect of water transportation from those in 
effect by a rail carrier with respect to rail tansportation shall not be deemed to 
constitute unjust discrimination, prejudice, or disadvantage, or an unfair or 
destructive competitive practice, within the meaning of any provision of this act.” 

The competitive problem here involved is made urgent by a relatively simple 
fact. In letting down the bars against all-out cutthroat competition between 
modes of transportation, we must remember that we are dealing with entities of 
dramatically unequal size. Competition between barge lines and railroads is not 
a battle between equals. 
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If section 5, as here proposed is to be enacted, and the railroads are to be freed 
of the necessity of considering the effect of reduced rates on other modes of 
transportation, there is wide agreement that the barge companies will soon be 
fighting a rate war for their lives. In such a war, how would the two opponents 
stack up? 

1. Last year railroad gross revenues were over $10 billion. The revenues of 
the common carrier barge lines were $100 million. This is a 100-to-1 ratio. 

2. The railroads serve literally thousands of destinations in all 48 States, 
Barge lines are confined to points and places along the rivers, plus a limited 
penetration into the interior. The railroads need only reduce their rates toa 
relatively few points in order to eliminate the bargeline differentials and capture 
barge traffic. There would remain thousands of destinations where they could 
maintain normal rates or even put in higher rates to offset the losses they would 
incur in the rate war. 

3. Over 80 percent of the barge revenues come from six commodity groups 
as defined by the ICC. The railroads haul literally thousands of commodities 
which are not adopted to water transportation. They could easily concentrate 
their efforts on the relatively few commodities essential to the barge lines and 
make up any losses they incur by increasing rates on the thousands of com- 
modities for which the barges do not and cannot compete. 

4. The common carrier bargelines are particularly vulnerable to selective 
rate cutting since their annual reports are publicly filed and complete informa- 
tion as to their tonnages is a matter of public record. 

With assurance of fair dealing in the interplay of carrier competition, low-cost 
barge transportation performs a most useful function in keeping down the cost 
of living for a large part of the Nation. Farmers get more for their grain when 
they ship by river. Industry and the consumer enjoy lower light bills because 
of river borne Coal. Low-cost transportation on the rivers has played a critical 
role in the industrial development and expansion in the river valleys. In the 
past few years this circumstance has brought billions in new investment and 
hundreds of thousands of new jobs to the Mississippi, Illinois, and Ohio River 
Valleys as well as to the gulf coast. 

Low-cost river transportation is based on the fundamental inherent advantages 
of the floated ton. On questions of labor productivity, fuel consumption, cost 
of equipment, and, of course, rates, the bargelines have far lower operating costs 
than rail lines. The average rates for bargeline service are about 4 mills per 
ton-mile as compared with 14 mills by rail. 

If rail rates bore a reasonable or anything like a uniform relationship to 
the overall cost of performing the service, the question of rate regulation would 
be much less complicated. The fact is, however, that.the railroads operate 
under a system of apportioning costs which completely distorts the picture. The 
“burden of transportation” is distributed arbitrarily over millions of different 
articles from sand and slate to typewriters and explosives. Theoretically, each 
commodity is assigned a rate compatible with its ability to pay or what the 
traffic will bear. 

In actual fact, the distribution of the burden is a matter of management 
convenience and judgment, and can be manipulated within very broad limits 
to meet competitive situations real or imaginary. A commodity receiving a low 
rate for a haul along the rivers may be charged a third or a half more in 
noncompetitive areas. Hence, a financial war Chest can be and is built up 
with which to operate a rate war against the river carriers to the detriment 
of the shipping public. 

The railroads are now restrained by the Interstate Commerce Commission 
from carrying this procedure through to its logical conclusion, and putting 
the barges out of business. Under existing law, the bargelines have succeeded, 
in most cases, in preserving their differential rates. There is no need to labor 
the point that a rail rate equal to the overall expense to the shipper by barge 
would mean the elimination of barge traffic. The barge service is much slower; 
with few exceptions, it entails only a movement of the loaded barge from dock 
to dock. This means that the shipper and consignee usually assume the burden 

and expense of loading and unloading the barge. We have never hauled @& 
pound of freight on a parity of charge with the railroads, and our tariffs con- 
tain no provision for such haulage. 

In a decision written by the late Commissioner Eastman in U. S. War Depart- 
ment v. A.€ S. Ry. Co., 92 1. C. C. 528, he said: 

“A water carrier like the bargelines must be able to secure some traffic to and 
from interior points if it is to prosper, and in the case of the barge, with its 
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slow and inferior service, such traffic cannot be secured without resort to differ- 
ential rates.” 

In Alabama G. 8S. R. Co. v. United States, 340 U. S. 216 (decided in 1951), the 
Supreme Court completely reaffirmed the differential principle. It said: 

“Admittedly, barge service is worth less than rail service. It is slower, re- 
quires more handling and entails more risk. A shipper will pay only what the 
service is worth to him. The shippers’ evidence, the Commission found, indicated 
a fairly unanimous view that the principal worth to them of shipping by barge 
was the saving in transportation expense which it offered. The Commission 
is not bound to require a rate as high for the inferior as for the superior service. 
To do so would certainly destroy the principal worth of the inferior service and 
send all freight to the railroads; practically, there would be no competition be- 
tween the different modes of transportation.” [Emphasis ours. ] 

The two cases referred to had to do with carload units of traffic in joint 
barge and rail service. If a differential in favor of the bargeline is necessary 
in that situation, it is much more so in the case of traffic moving in bargeloads. 

Permitting the railroads to set rates without regard to differential for water 
carriers and to consider rail rates in a vacuum, would obviously spell ruin for 
the barge industry and eventually higher rates for the shipping public. 

The moment the new provision should become law, the railroads would acceler- 
ate their campaign to cut rates to exact parity with the charges by barge, or 
lower. I say ‘‘accelerate” because they have already published such rates on 
superphosphate, iron, and steel pipe, and sugar—which together account for a 
very substantial portion of the river tonnage. 

It has been suggested that if the railroads reduce their rates to a parity, we 
should use our advantage as the low-cost operator to reduce our rates and thus 
re-create the differentials. 

That is agreed, but that would only mean a rate war, and the Commission 
for years has gone on the theory that the best time to stop a rate war is before 
it gets started. There is no question that the bargelines would fight as long as 
they could before giving up, but the railroads, as I have indicated above, would 
overpower us in the end. 

In Petroleum Between Washington, Oregon, Idaho and Montana, 234 I. C. C. 
609, at 637, the Commission, in dealing with the interplay of competition between 
railroads, on the one hand, and motor carriers and water carriers, on the other 
hand, had this to say: 

“We were given power to fix minimum rates primarily for the purpose of pre- 
venting destructive competition in rates and promoting the financial stability of 
the transportation agencies. Our duty in the exercise of that power is not done, 
therefore, if we allow competitive rates to gravitate to the lowest possible level. 
Minimum rates should be fixed, if it can be done, at levels which are consistent 
with some degree of carrier prosperity ; and in so fixing them we ought to be able 
to count on the cooperation of the shippers, because reasonable prosperity for 
the carriers is in the final analysis to the advantage of those whom they serve.” 
{Emphasis ours. ] 

A test case was made of that decision and it was upheld by the courts (Scan- 
drett v. United States, 32 Fed. Supp. 995; Scandrett v. United States, 312 U. 8S. 
661). 

Whether the railroads are sincere when they argue that no referee or super- 
visory authority is needed in their competition with other modes of transporta- 
tion is debatable in the light of a statement made in April 1957 by Mr. Perlman, 
president of the New York Central, in discussing the question whether all regu- 
lation should be discontinued. He did not favor that proposition so far as com- 
petition between railroads was concerned, stating— 

“This * * * would likely permit too much competition * * * a small railroad 
might come in with cut rates that would upset the operations of the hundred or 
so major railroads * * *. We need some sort of referee * * *. It would mean 
a return to conditions which prevailed before regulation.” 

If the New York Central feels the need of a referee on issues among railroads, 
how much more is a referee needed in contests between a $10 billion industry 
and an industry of a hundred million dollars? 

The railroads have carefully tried to build up the impression with an endless 
stream of propaganda that in every rate contest between the barges and the rail- 
roads, the railroads are hogtied by the ICC and the barges sail away with the 
business. 
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Clashes between the water carriers and railroads are frequent, and the litigation 
is continuous. The railroads are far from the losers, as the box score given this 
committee by ICC Chairman Howard Freas amply demonstrates : 

“Exclusive of schedules involving general increase in rates, more than 50,000 
rail tariffs were filed with the Commission in 1957. These rail tariffs contained 
hundreds of thousands and probably millions of rates. 

“It is our estimate that 98.3 percent of these tariffs became effective without 
protest or restraint by the Commission. 

“Of the remaining 1.7 percent which were protested, about 85 percent were 
nevertheless permitted to go into effect without suspension. 

“This left about one-fourth of 1 percent of the total in which the voluntary 
action of the carriers was restrained by the Commission’s exercise of its inves- 
tigation and suspension powers. 

“In almost one-half of the cases suspended pending investigation, the proposed 
rates were approved upon completion of the proceeding. 

“And so, instead of the specter of a meddling Government unwarrantably pre- 
venting what the carriers regard as the proper exercise of their managerial 
responsibilities, we find a bare one-eighth of 1 percent of their proposals are 
condemned * * *,” 

The position of the common carrier bargelines is that the railroads have had 
too much flexibility in destructive ratemaking. The objective of Congress should 
be to tighten the rules rather than abandon them. 


CONCLUSION 


It seems to me that this whole controversy may be summed up in the 
following manner: 

(1) It is clear that the bargelines must price their service at a figure which 
reflects their inherent low-cost advantage and which, as a result, must be lower 
than that for corresponding service by rail. 

(2) It is equally clear that any change in the law which would leave the 
railroads free to wipe out that difference would kill off river competition ; cancel 
out the low-cost advantages enjoyed by shippers, consumers, and the general 
public as a result of barge transportation; and ultimately result in greatly 
increased transportation costs. 

(3) These things being true, it remains only to determine whether the proposed 
paragraph 3 to section 15 (a) confers such license. 

“Tt seems crystal clear that the language does confer this license and should 
therefore be rejected if the public benefits of low-cost barge transportation are 
to survive. 

G. C. Tayror. 

May 1958. 


STATEMENT OF Howarp E. SIMPSON, PRESIDENT, THE BALTIMORE & OHIO 
RAILROAD Co. 


Mr. Chairman and members of the committee, my name is Howard E. Simpson. 
I am president of the Baltimore & Ohio Railroad Co., with headquarters in 
Baltimore, Md. 

I welcome the opportunity these hearings afford to lay before your committee 
certain conditions in the railroad industry which are badly in need of corrective 
legislation. The economic condition of railroad transportation is far from what 
the econome condition should be in an industry which, like the railroad industry, 
is still indispensable to the defense and the internal well-being of the whole 
country. In an industry of that kind, a deteriorated and unsound condition 
is not only a matter of serious private concern to the industry itself as a business 
enterprise but should, it seems to me, be no less a matter of real public 
concern. 

Mr. Loomis has outlined the facts of the unfavorable economic life of the 
railroad industry as a whole. He has shown it is an industry in economic 
trouble. The trouble is lack of opportunity to earn adequate revenues. 

On the Baltimore & Ohio, which is a 6,000-mile railroad system in the highly 
industrialized, densely populated section of the country east of the Mississippi 
and north of the Ohio, our trouble, like that of the whole industry, is earnings that 
are just too little. Throughout the 12 postwar years, which have been years of 
high industrial and agricultural production and good business generally, we 
have been able to earn on our net investment an average of only 3.50 percent. 
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Bringing the railroad situation up to date insofar as the Baltimore & Ohio is 
concerned, I state for the committee’s information that in the last 6 months we 
have been forced to reduce employment to the extent of over 13,000 men and 
women, and also reduce our purchases of steel, rail, ties, and other materials and 
supplies. We are now deferring all capital expenditures except where necessary 
for safe operation or where otherwise urgently needed. 

What is the reason for this unfavorable economic condition? In the first- 
place, it is only fair to say that it is not due to any lack of effort to help our- 
selves. The fact is, we have done everything we have had the means to do 
to improve our efficiency and service, and I think we have made some real 
progress in that direction. 

In the postwar years we have spent a total of $431 million for capital im- 
provements on the railread; $284 million of this amount has gone into equip- 
ment. Today our passenger service is 100 percent dieselized, and our freight 
service is 90 percent dieselized. 

We have cut our bonded indebtedness from $670 million in 1938 to $453 million 
today. And we have cut our fixed charges down from over $30 million an- 
nually in 1988 to around $19 million today. 

We have almost doubled our ton-miles of transportation per freight-train- 
hour, and materially reduced the man-hours required to produce 1,000 gross 
ton-miles of transportation. 

But notwithstanding these very real self-improvements, our railroad earnings 
throughout all the good business years since the war have averaged only 3.56 
percent. And that is just too little to sustain an essential industry in a sound 
economic condition. 

I would like to emphasize that this poor economic condition is not alone 
the result of the current economic slump in general business. That, of course, 
adversely affects railroads as it does other industry, but for us that is just an 
added burden on top of our basic difficulty. Our real difficulty goes much deeper 
than the current downturn in business. 

Transportation is now a fiercely competitive industry, and it is becoming 
more so every day. In the race for business, some of the competitors, like the 
railroads, are fully regulated; other competitors, like the motor carriers, are 
partially regulated; and still others, like the exempt and private carriers (an 
increasingly important segment), are wholly free from regulation. Our real 
difficulty stems from the basic fact that our revenues have not been enough to 
offset the rising costs of service. And the inadequacy of revenues, in turn, 
results from loss of traffic to other modes because of the sharp and destructive 
inequality in which the competing forms of transportation now stand before 
our regulatory laws. Instead of standing equally before the bar of public 
policy and regulation, the several competing forms of transportation stand there 
today most unequally. And the result is an accelerating loss of traffic by rail 
carriers, curtailment of their employment and purchases, and a corresponding 
deficiency in their earnings. 

What we need, and need badly, for the welfare of the whole country, is prompt 
and fast relief from these unbearable competitive conditions which have con- 
fronted us for years, but have now grown acute and are made more so by the 
current business slump. 

In other words, transportation today is a handicap race, with the railroads 
alone carrying a maximum handicap, which must be removed if they, as an 
indispensable form of transportation, are to survive under private management. 
I do not want what I say to be construed as an objection to other forms of 
transport. My point is that in the intensely competitive transportation industry 
of today, there should be no publicly imposed handicap—certainly not on the 
kind of transportation that the country must continue to have and cannot 
yet get along without. The important thing that I want to make crystal clear 
is that only to a limited extent do the railroads now have control over their own 
future. The most enlightened self-help in the world cannot continue them in 
private hands against some of the unequal regulatory tides which are running 
against them today. The future of the railroads now depends more upon what 
future public policy is going to be than upon anything management can possibly 
bring to bear on the problem. 

That does not mean that railroad management cannot make a contribution, 
as it has been making in the past, even under the present chaotic conditions in 
the transportation industry. What is genuinely needed, however, is a modifi- 
cation of public policy which will eliminate the gross inequalities in the present 
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conditions under which the competing modes operate—a change in public policy 
that will require each mode to stand on its own economic legs, unbolstered by 
any public aid not given to the other modes. Under such a public policy, each 
mode will be able to give to the public the full benefit of its own economic poten. 
tial, without any artificial or discriminatory handicap. 

One of the most important inequalities under which railroads are now forced 
to compete with other modes is the limitations that now exist on their right 
to make competitive rates. Our competitors are always free to exploit their 
competitive advantages, while the railroads are not always free to exploit theirs, 
About two-thirds of the highway transportation is either private or exempt from 
ICC regulation, and this is true of even a higher portion in the case of the water 
transportation. This means that their rates can be secret and at any level 
which strikes their fancy at the moment. 

There is of course no obligation on the exempt carriers’ part to make rates 
compensatory, let alone to take into account any adverse effect on the railroads 
or other competing modes of transportation. The railroads and the regulated 
trucks, on the other hand, must be sure that their competitive rates are com- 
pensatory and nondiscriminatory among shippers, and all too often they must 
also prove that the proposed rates will not attract more than a fair share of the 
available traffic from the competing modes. 

The application of such a rate rule does not always hurt the trucks be. 
cause their competitive advantage is usually faster and more flexible service, 
an advantage that is not subject to regulation. But that extra requirement 
that a rate should not attract more than a fair share of the traffic hurts the 
railroads because their competitive advantage is usually low unit costs, and 
if the railroads are to compete, they must be free to reflect such lower costs 
in their rates, irrespective of the effect on competing modes. Otherwise the 
most important railroad advantage can be nullified, the public will be denied 
the benefit of the railroads’ lower cost rates, and the competitors will enjoy pro- 
tection from effective railroad competition. 

I understand that when the Congress passed the Transportation Act of 1940, 
the intention was that each form of regulated transportation should be free to 
publish compensatory and nondiscriminatory rates without regard to their ef.- 
fect on competing modes. This intention, I am told, was confirmed in several 
important ICC decisions which gave effect to the Transportation Act of 1940. 

Since the war, however, the ICC has had no uniform standards for measuring 
competitive rates, and on certain occasions it has condemned compensatory and 
nondiscriminatory rates simply because they promised to hurt the other mode 
by taking to much traffic. This, it seems to me, is plainly contrary to the basie 
principle of fair competition in private enterprise. 

This question is of real importance to the railroads, because at this moment 
the eastern lines have underway a commodity-by-commodity study to determine 
those instances where we can improve our net revenues by regaining traffic from 
competing modes at lower rates that will be both compensatory and free from 
discrimination, and thus cannot constitute unfair or destructive competition. In 
all probability, many rail rates which are proposed as a consequence of this 
study will be below the operating costs of the competing mode, but if they 
can be shown to be compensatory to the railroads and nondiscriminatory among 
shippers, it would be contrary to the public interest if the ICC refused to ac- 
cept them because they might hurt our competitors. 

It is to avoid the ICC’s refusal of such economically sound and reasonable 
rates simply because they might adversely affect a competing mode, that the 
so-called competitive rate rule is so important. That rule, in substance, provides 
that in reviewing the competitive rates proposed by one mode, because of the 
competition on another mode, the ICC should consider whether they are 
compensatory and nondiscriminatory for the mode proposing the rates, but 
should not take into account their effect on the traffic of the other mode, or the 
relation of the rates to the rates of the other mode, or whether such rates are 
lower than necessary to meet the competition. It is a rule that would not per- 
mit any unfair or destructive competition between modes because under it the 
ICC would always have control to prevent rates that were below cost or dis- 
criminatory. 

In conclusion, may I emphasize that this competitive rate rule, by preserv- 
ing the inherent advantages of each mode as it does, would simply carry out 
that part of our present national transportation policy as declared by Congress 
in 1940, which calls “for fair and impartial regulation of all modes of trans- 
portation * * *, so administered as to recognize and preserve the inherent 
advantages of each.” 
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STATEMENT BY ALFRED EX. PERLMAN, PRESIDENT, NEW YORK CENTRAL RAILROAD 


My name is Alfred BE. Perlman; I am president of the New York Central 
Railroad Co. I started working for railroads at the age of 15 and since grad- 
nation from school have been associated with the Northern Pacific, the Chicago, 
Burlington & Quincy, and the Denver & Rio Grande Western, and was elected 
president of the New York Central on June 14, 1954. 

In testifying earlier this year before the Senate subcommittee studying trans- 
portation problems, I directed my remarks primarily to action the Congress 
could take to allow the railroads to help themselves. I shall do the same today. 

Last year the New York Central lost over $50 million on its passenger service 
operations. It was largely because of this loss that I found myself before you 
2 weeks ago testifying in support of proposals for Government provided or 
guaranteed loans to the railroad industry. 

The New York Central would be in relatively healthy financial condition, well 
able to provide the modern, adequate, and efficient service we want to give the 
Nation, if we could solve this deficit service problem. I am here today to tell 
you that we can solve this problem ourselves if you will give us the freedom 
to do so. 

First of all, I would like to make it clear that we have done everything within 
our power to pull ourselves up by our bootstraps on our passenger operations. 
Such operations are extremely important to the New York Central and play a 
large part in determining our financial results; even today, passenger service 
accounts for over 50 percent of our total train-miles. 

When the new management of the New York Central took office in the summer 
of 1954, one of our first actions was to see how railroad passenger travel could 
be stimulated both by better service and through improvements in operating 
technology. Previous managements had also spent considerable thought and 
effort in this field. Lightweight, streamlined equipment, air-conditioned coaches 
and sleepers, and internal combustion engines which eliminated smoke and cin- 
ders, all made their appearance in the past two decades. And since World War II 
the Central spent about a quarter of a billion dollars for improved passenger 
service facilities and new passenger equipment, and $14 million in advertising 
the service. 

In July 1954 we helped form a committee of six railroads to investigate the 
most recent technology in passenger-carrying equipment both on the rails and 
on the drawing boards. We conferred with equipment manufacturers all over 
America and sent our transportation experts to Europe to study the latest 
developments which had taken place there after World War II. 

We imported a German diesel passenger locomotive with a new concept of power 
transmission which had not been used on locomotives in this country. We con- 
tracted with Pullman-Standard to build a lightweight, low-center-of-gravity 
train, and other railroads in this group made commitments to various manu- 
facturers for the construction of experimental equipment which could be built 
and operated at lower costs. The results were shown in the following year by 
putting into service the Aerotrain of General Motors, the Xplorer of Pullman- 
Standard, and the Talgo Train of American Car & Foundry, and equipment built 
by the Budd Co. On our first run of the Aerotrain between Chicago and Detroit, 
we were able to transport 250 passengers with an expenditure for fuel less than 
that which would have been used by two Cadillacs. 

In 1956 we backed up our passenger service with the largest expenditures for 
advertising and promotion the system had ever spent, and still our losses that 
year jumped to $48 million. And in 1957 they increased to $52 million. Since 
1946, the Central has lost almost half a billion dollars providing this service. 

This unhappy situation is a result of rising costs and declining traffic, com- 
bined with a regulatory straightjacket which prevents our adjusting to these 
changed conditions. 

On the cost side, soon after we introduced our new lightweight trains, a tre- 
mendous spiral of wage inflation began in this country, and within 14 months 
the nationally negotiated wage increases for railroad labor had added $62 million 
a year to the payroll of the New York Central Railroad. During that same 
period, our taxes were substantially increased. For example, in the city of New 
York the taxes on our passenger bridge over the Harlem River were multipled by 
700 percent, from $70,000 to $490,000 a year, and the franchise tax for the right 
to operate under Park Avenue into Grand Central Terminal jumped from $1,- 
050,000 a year to $2,500,000 a year. Costs of materials, supplies, and everything 
else have gone up as well. We attempted to meet these inflationary costs, as 
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would other utilities, by increasing our prices and eliminating services no longer 

patronized by the public because of changing travel patterns, and we met with 
terrific opposition from the same regulatory bodies which were granting realistic 
decisions to the other utilities. 

On the traffic side of the picture, it takes no expert to understand why we haye 
been steadily losing ground. While we have been spending millions of dollarg 
in trying to improve our passenger service, the Federal, State, and local govern. 
ments have spent hundreds of millions of dollars for the Federal airways system, 
for airports, and for aviation research and development, and billions of dollars 
for improved public highways and toll roads. These better roads and better 
aviation facilities have greatly facilitated the growth of travel by other types 
of transportation and, as might be expected, use of the railroads has correspond. 
ingly declined. I say this not in the spirit of criticism or complaint, but as a 
simple statement of fact. 

The airlines, with their greater speed, as well as the advantage of publicly 
provided airways and airports, have taken much of the long-haul passenger 
business. As to highways, our passenger business in New York State fell 
off 23 percent in the first year after the New York State Thruway was opened. 
The thruway parallels the railroad all the way from New York to Buffalo, and 
a motorist driving on it can nearly equal the speed of our best trains. And, of 
course, we now have the advent of the jet age and the new 41,000-mile Inter- 
state Highway System to look forward to. 

Despite all these problems, the New York Central still has a large passenger 
business. Why haven’t we, the New York Central’s management, been able to 
operate this business at a profit, or at least reduce our losses? 

Basically, our inability to solve the passenger deficit problem stems from the 
fact that, being subject to the regulation of nine State regulatory commissions, 
as well as the Interstate Commerce Commission, as to passenger service mat- 
ters, we are caught in a maze of contradictory regulatory redtape which makes 
it just about impossible for us to adjust our operations promptly to changed 
conditions. 

While responsibility for an adequate national transportation system rests 
with the Interstate Commerce Commission, local State regulatory tribunals still 
control the scheduling and operation of our passenger service trains. Generally 
speaking, these local regulatory commissions have relatively complete power 
over the details of railroad passenger service operations. We must obtain their 
authority to discontinue trains; to consolidate trains; to close a station: to 
discontinue services at a station; and often even just to eliminate a stop or 
to change a train’s schedule. The laws in question, of course, were enacted 
many years ago in the days before the private automobile and the airplane, 
when the railroads had a monopoly upon inland passenger transportation. In 
those days, half a century or more ago, the railroads could either develop or 
strangle our cities and towns, and regulation was focused upon making sure 
that public convenience and necessity were not overlooked by the railroad indus- 
try. This monopoly, of course, no longer exists, and, in fact, today the railroads 
carry only 4 percent of passenger travel between American cities. But although 
we carry only 4 percent of the business we are still subject to the old monopoly 

era legislation in trying to adjust to mid-20th-century conditions. And to make 
matters even worse, we frequently have to obtain approval of not only 1, but 
often 2 or even 3 regulatory bodies just to make a single change. 

Here are some examples of what we are up against: 

1. The West Shore case.—An example of the complicated nature of the archaic 
regulatory procedures we must go through is vividly demonstrated by our pas- 
senger train and ferry service on our River Division on the west bank of the 
Hudson in the New York metropolitan area. 

The number of passengers using this service has dropped 85 percent since 
1929. New York and New Jersey and the New York Port Authority have built 
a network of highways, bridges, and tunnels serving the area, and the growth 
of industrialization there has changed the pattern of traffic flow, making the 
rail passenger and ferry service obsolete. The Central was losing about $3 
million a year on this service when we first sought permission to discontinue 
passenger operations more than 3 years ago—enough to have provided a new 
automobile for each of the less than 4,000 commuters using the service. 

In this cause we were faced with proceedings before not 1 but 3 commissions: 
The Public Service Commission of New York, which had jurisdiction over certain 
trains because they operated in New York State; the Public Utilities Commis- 
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sion Of New Jersey, which had jurisdiction over certain trains because they 
operated within New Jersey; and the Interstate Commerce Commission which 
we and the ICC believe has jurisdiction over the ferry service across the Hudson 
River between New Jersey and New York City. 

We filed our petitions in December 1954 and January 1955. The New Jersey 
commission held 28 days of hearings. The New York commission held 10 days 
of hearings. The ICC held 12 days of hearings. Neither New Jersey nor New 
York would let us discontinue the service, but they both conceded that we were 
peing forced to run too many trains. However, the New York commission told 
us we would have to run some trains the New Jersey commission told us we 
could drop. When we attempted to comply with these conflicting orders by 
running in New York those trains the New York commission ordered us to run, 
the New York commission spread its authority over State lines and told us we 
would have to run those trains in New Jersey, too. And so far the New York 
courts have required us to abide by the commission’s decision. 

But that is not the end of this story. After 2 years of proceedings, the ICC 
authorized discontinuance of the ferry service across the Hudson River. But 
the State of New Jersey went to court and won an appeal from this decision 
ina Federal court which has held that the ICC does not have jurisdiction in this 
ease. So we are still involved in seemingly endless litigation 3 years after we 
started the case, because, under present laws, it is possible to require us to lose 
millions and millions of dollars year after year in an uneconomic and wasteful 
service. 

In this same case, one of the trains which one of the commissions told us we 
would have to continue running—until even the commission realized how prepos- 
terous the requirement was—carried an average of 4%4 passengers per trip, and 
acrew of 5. We collected an average fare per trip of 23 cents; but it cost the 
railroad an average of $30 per passenger per trip to provide that transportation. 

2. The case of not enough opposition.—Last June we petitioned one of the 
State commissions for permission to discontinue a train which carries an average 
load of 18 passengers and on which we are losing at the rate of $50,000 per year. 
The first hearing was held in October when the railroad presented its case. Those 
opposing discontinuance asked for and were given 2 months before the second 
hearing to prepare their opposition. At the second hearing there was only one 
witness in opposition on behalf of the traveling public. The commissioner 
adjourned the hearing without date, apparently because, of all reasons, there 
was not enough public opposition. So we are now faced with more months or 
years of losses while we run that train merely because too few people have come 
forward to ask that the train be kept running. 

3. This spring we petitioned the New York commission for authority to com- 
bine two trains providing service between New York City and upstate points. 
The consolidation of these trains would have saved us over $800,000 a year, 
and, as the commission found, all coach passengers could have been accom- 
modated under the proposed operation. The commission denied the necessary 
authority saying, “It is obvious that the Central is experiencing extreme finan- 
cial difficulties ; however, changes in service cannot be permitted merely because 
they are calculated to produce savings.” (N. Y. P. S. C. Case No. 18761, decision 
of May 5, 1958, pp. 19, 20.) 

It took 4 years for us to obtain authority to discontinue a pair of passenger 
trains between Chicago and Harrisburg, Ill.; it wasn’t until last year that we 
were allowed to discontinue a pair of branch line trains between Rochester and 
suspension bridge, New York, which we originally sought to discontinue in 1949. 
To discontinue a pair of trains on a branch line between Elkhart, Ind., and 
Toledo, Ohio, we had to go through five hearings in three different States 
(Michigan, Indiana, and Ohio), although these trains carried an average of 
only 10 passengers per trip and there was plenty of service available between 
Elkhart and Toledo on our main line. We have even found ourselves on occasion 
in the ridiculous position of having to operate passenger trains to a State line, 
where there were no terminal facilities and nobody would ever want to get on 
or off, just because one State had given us authority to discontinue the trains in 
question while another had not. 

As these examples make clear, financial loss to the interstate carrier is a 
strictly secondary consideration in these proceedings. Lest there be any thought 
of exaggeration on this point, I am attaching to my testimony as an appendix an 
analysis of the applicable State law given in a recent important case by one of 
our commissions. Here the commission specifically found that even though a 
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loss of well over a million dollars a year was involved, it was under no obliga. 
tion to permit the railroad to take corrective action. 

This complicated and often contradictory regulatory maze in which we are 
caught applies to fares as well as service. State commissions still have juris. 

diction over intrastate fare matters, and and these often can be very impor. 

tant, particularly where a large intrastate commutation service is involved, 

To prepare a case for compensatory rates in our New York City-Westchester 

commuter service, we spent almost 18 months and $335,000 to make a eogt 
study which would satisfy requirements laid down by the New York Public 

Service Commission in prior cases. This study showed that on two of our 

divisions—the Harlem and the Hudson—where we carry 40,000 commuters a 
day—we needed an average increase of 32 percent in commuter fares. 

Neither the commission nor those who intervened against us found sub 
stantial fault with our cost study. Eight months after the case was filed, 2 
years after the start of our study the commission handed down its decision 
which, in effect, conceded that we needed the additional revenues we asked for if 
the service was to be put on an economically sound bases 

But did they give us those fares? They did not. They granted us an amount 
that did not even meet the new increases in taxes imposed on our passenger 
lines into New York City since the previous commuter case. 

When it decided this commuter case, the commission solemnly stated the 
following extraordinary doctrine: 

“We do not imply that railroad passenger business is as hopeless as the 
street railroad industry was * * *. But, we are to be understood as meaning 
that it has been generally recognized for many years that railroad passenger 
business, as presently conducted, has not and cannot be operated at a profit. 
This unfortunate situation is not peculiar to the New York Central. It is and 
has been typical of the railroad industry as a whole. The problem is a 
serious one, and to date neither experienced railroad management nor regula- 
tory bodies have found a solution for placing passenger operations on a 
profitable basis.” (N. Y. P. S. C. Case 18033, decisions of May 14, 1957, p. 31) 

Since that decision was handed down a year ago, the commission has given 
us a further increase in fares of 7 percent to make up increased costs since 
the close of the earlier hearings, but we are still far short of placing this 
service on a self-supporting basis. 

The Interstate Commerce Commission presently has appellate-type jurisdic- 
tion over intrastate fares, and can order an increase in such fares where it finds 
that they work an undue discrimination against interstate commerce. However, 
as a result of a recent Supreme Court decision, this authority has been emascu- 
lated to the point of offering little or not practical hope of relief at least insofar 
as these commuter fare matters are concerned. In Chicago, Milwaukee, St. 
Paul & Pacific Railroad Co. vy. Iilinois, decided by the Supreme Court only last 
January, the Court ruled that the Milwaukee Railroad’s deficit from commuter 
operations in Illinois could not “fairly be adjudged to work an undue discrimi- 
nation against the Milwaukee Road’s interstate operations without findings 
which take the deficit into account in the light of the carrier’s other intrastate 
revenues from Illinois traffic, freight, and passenger.” In other words, the 
Milwaukee’s intrastate commuter service is admittedly losing money, but the 
Interstate Commerce Commission is powerless under this ruling of the Court to 
do anything about it. Presumably, the Interstate Commerce Commission could 
act if the Milwaukee were losing money on its entire operations in the State of 
Illinois: but even if this was the case, it presents the railroad with such a 
terrific burden of proof that relief via the Interstate Commerce Commission be- 
comes just an academic proposition. The Milwaukee operates all the way from 
Chicago to the west coast, and to try to prove just how much of its revenues and 
expenses should be allocated to traflic moving only within the State of Illinois 
would require so much time and effort (and the results would probably be sub- 
ject to so much argument) that as a practical proposition, any hope of speedy 
relief, no matter how large the loss, is cut off. 

Thus, under present law, Our passenger service operations and our intrastate 
passenger fares are effectively controlled by the several public service com- 
missions in the States in which we operate, and none of these tribunals has any 
responsibility for the fact that this loss of $50 million or more a year is driving 
the entire 10,700-mile interstate New York Central System to the point where it 
may no longer be able to fulfill its basic interstate common carrier obligations. 
If it is public policy that the passenger business cannot or should not be 
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operated at a profit, then theoretically the loss must be made up from the profits 
of hauling freight. But within weeks after the New York commission issued 
the decision quoted earlier, the Interstate Commerce Commission handed down 
a freight rate decision that denied us the right to price our freight service at 
rates which would make up the passenger deficit and provide enough earnings to 
give us a chance to earn a fair return. And if our freight rates were high 
enough to support the staggering passenger deficit, the railroads would lose even 
more freight business to the truck, the barge, and the airplane. What kind of a 
trap is this for a regulated industry to be in? 

Other utilities are permitted to earn a fair return on each of their major 
services. Why have the railroads been singled out for a scheme of regulation 
which nowadays operates in such a destructive manner? 

What can Congress do? We could ask that you build our rights-of-way as is 
done for the trucks and buses and barges. We could ask you to free us of all 
taxes for their use as is done for the airlines and buses. We could ask you to 
puild our terminals and provide traffic control for us as is done for the airlines. 
We could ask you to build and maintain vast canals or seaways free or tax free 
for us as is done for the inland waterways. We do ask that you make further 
progress in assessing user charges against our competitors, and we do ask that 
it be recognized, at last, that the railroads are in the 20th century. We are no 
longer a2 monopoly of transportation. We are fighting against subsidized com- 
petition just for the right to serve the public free of irrelevant, cumbersome, 
staggering regulation. 

Give us freedom to solve the problem ourselves. Remove all regulation from 
us in the pricing and operation of passenger services. This is what the New 
York Central would do if we had that freedom : 

First, we would establish our prices on the basis of what each type of passenger 
service costs us to produce, including the same reasonable return on investment 
that other utilities receive. We would have the greatest incentive not to over- 
price our services because we need to retain whatever profitable service there 
may be. 

Second, where the public declined to patronize our service at compensatory 
prices, we would be free to experiment, seeking new means of getting business, 
discontinuing rail service, or substituting other means of meeting the public’s 
demand. 

Third, any service that gave promise of being a profitable operation we would 
promote to the utmost, because our continued existence as a private corporation 
is dependent solely on our ability to produce profits. 

In other words, we would like to try to operate the railroad passenger service 
according to the laws of economics, not have it operated for us according to the 
dictates of local pressures. Give us that freedom and we will solve the passenger 
deficit problem. 

The continuance of the present situation can lead only to disaster for railroad 
systems ; and that will be a national disaster. The railroads have an essential 
role to play in the development of this country, both from the the point of view 
of an expanding economy and the vital interests of national defense. 

The goal should be not merely to prevent railroads from sliding down into 
bankruptcy, but to see to it that they keep pace with the technological and in- 
ventive progress of our age. 

If we cannot have the freedom, as other American businessmen do, to run our 
affairs on the basis of sound economics and business principles, and if we are 
not to be given subsidies and Government-provided facilities, then, as a very 
minimum, changes must be made in the archaic regulatory systems which have 
put us into the crisis which now exists. 

Take the New York Central, for example. It provides intrastate passenger 
service in 9 different States, in addition to Canada. There are the 9 regulatory 
commissions of 9 States, each one of which is primarily interested in regulating 
the railroads in a way to advance local interests in each of those 9 States. Then 
there is the Interstate Commerce Commission which is concerned with the in- 
terstate traffic involved. 

The railroad is continuously subject to the daily, detailed regulation of 10 
different bodies, each one of which tells us in different areas what we must do 
and what we must not do. Each one of those bodies has different interests and 
viewpoints, and often they tell us opposite things. 

We are not complaining here about the State commissions themselves or the 
men who serve on them. We are objecting to an obsolete pattern of regulation 
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which can be straightened out only through Federal legislation. The multi. 
plicity of conflicting regulatory controls is the height of absurdity in the face og 
the plain economic fact that this interstate railroad of our is a single, integrated 
interrelated operation, each part of which affects the other and which must he 
managed and operated as a whole. 

Could the present air transportation systems of this country ever have de 
veloped if they hade been subjected to the detailed regulatory control of 48 dif. 
ferent State commissions, in addition to the Civil Aeronautics Board? The cop. 
flict and confusion and delay and trouble would have been obviously intolerable. 
Yet, this is exactly the condition still imposed on the railroads, the airliney 
major competitor. 

The railroads are living with that kind of a situation because it was developed 
many, many years ago when the practical economics of transportation systems 
were vastly different than today. Thus, the tragedy is that there is no single 
regulatory body which, if we must be regulated, has either the power or the 
responsibility to view a great interstate railroad system as a whole for the ulti- 
mate benefit of the people it serves, as well as for the Nation whose defense jt 
serves. 

The intrastate service aspects of a national railroad system are, of course, go 
closely interrelated with the interstate service that they cannot be separated in 
different compartments and managed and regulated as if they were indeed sepa- 
rate, isolated businesses. Together they represent inseparably one system. The 
Interstate Commerce Commission is the only body which can look at such a sys- 
tem as a whole and make decisions which are in the interest and for the benefit 
of the system and the Nation as a whole. 

The railroads have no hope of survival under any system of regulation unless 
it be one under which the Interstate Commerce Commission itself has the com- 
prehensive power and duty to do what is required; and to do it in an expeditious 
and efficient way. 

What, then, is required at the heart of the matter? It is simply this: A rail- 
road cannot be run and developed on a sound basis unless the different services 
which it provides, whether they be interstate or intrastate, either produce a 
reasonable return or else are discontinued. This is so simple and elementary that 
were it not for the multiplicity of regulatory bodies with their conflicting vested 
interests and cumbersome procedures, surely it would have been applied in the 
past. 

We now know on the basis of long, hard experience that that principle will 
never be applied unless the Interstate Commerce Commission itself is given the 
power and the duty to see that it is applied. 

The chaotic and unfortunate regulatory conditions I have described can be 
corrected quite simply by giving the Interstate Commerce Commission power to 
approve service discontinuances or adjustments, and to make its power over intra- 
state rates and fares effective. Such an addition to and modification of the 
Commission’s powers would be a natural step and would round out the Com- 
mission’s jurisdiction over rates, facilities, and services of interstate railroad 
carriers. 

Such an amendment is contained in S. 3778 introduced by Senator Smathers 
in the Senate on May 8, and in H. R. 12488, introduced in the House of Repre- 
sentatives by Mr. Byrne, of Illinois, on May 13. Section 4 of each bill would 
amend the Interstate Commerce Act by adding a new section 13a which would 
give the Interstate Commerce Commission jurisdiction over the discontinuance 
or adjustment of deficit services or facilities. 

Section 3 of each bill would amend section 13 (4) of the Interstate Commerce 
Act to author'ze the Commission to deal with intrastate rates or fares which 
cause an undue burden on interstate commerce without considering the carrier 
or carriers’ total results of operations within the State, thus in effect, repealing 
the Supreme Court’s decision in the Milwaukee case. This section also provides 
for expedited procedures in handling these intrastate rate cases which should 
save the railroads millions of dollars through speeding up the regulatory process. 
I heartily support these proposals, as well as the others contained in S. 3778 and 
H. R. 12488, and commend them to your consideration. 

In conclusion, I must honestly say to you that unless the railroads are given 
the freedom to manage their own operations in the passenger field, or unless 
some workable regulatory scheme, such as that proposed in S. 3778 and H. BR. 
12488 is adopted, the major passenger-carrying railroads will find it impossible 
to provide the improved, modernized, efficient, and economical service which the 
public needs and which we desire to give. Nineteenth century regulation must 
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pe done away with; we must be allowed to adjust to 1958 conditions. If you 
will permit us the greater freedom to manage our own business which I and 
other witnesses have requested, both before your committee and the Surface 
Transportation Subcommittee of the Senate Committee on Interstate and Foreign 
Commerce, you need have no concern over the future of our railroads or of our 
great transportation system. 


APPENDIX 


CasE 17160—PETITION OF THE NEW YORK CENTRAL RAILROAD Co. FOR AUTHORITY 
TO DISCONTINUE OPERATION OF ALL PASSENGER TRAINS ON ITS RIVER DIVISION 


(New York Public Service Commission, decision of September 25, 1956, pp. 37-40) 
DISCUSSION AND CONCLUSIONS 


There are certain well-defined and established principles of law applicable to 
proceedings of this nature, which require brief discussion before stating the 
conclusions reached upon the evidence hereinabove summarized. Accordingly, 
reference will be made to the opinions of the Appellate Division of the Supreme 
Court, Third Department, in which those principles were stated. 

In a decision renedred March 7, 1951, contirming this commission’s order 
requiring continuation of the operation of two trains on the river division, the 
court said : 

“The commission determined that the public necessity and convenience out- 
weighed the financial loss resulting from the continued operation of trains 
Nos. 2 and 3. This determination was within the power of the commission to 
make. The operation of any branch of a railroad at a loss does not, as a matter 
of law, require regulatory relief where the operations of the railroad as a 
whole are conducted at a profit (Vississippi Railroad Commission v. Mobile € 
Ohio Railway Co., 244 U. S. 888; Missouri-Pacific Railway Co. v. Kansas, 216 
U. S. 262; Atlantic Coast Line v. North Carolina Corporation Commission, 206 
1. $.1)." (Matter of New York Central Railroad Company v. Public Service 
Commission, 278 App. Div. 725). 

In a later decision, affirming this commission’s determination directing the 
Delaware & Hudson Railroad to continue the operation of certain passenger 
trains, the opinion written by Justice Halpern again dispelled the notion that 
train operation losses, as a matter of law, require regulatory relief, permitting 
discontinuance. 

The following language of the opinion of Justice Halpern is especially perti- 
nent to the issues before us, including the question of the relevance of the 
company’s system and division freight operating results: 

“That the two trains are operated at a loss in unquestionable, but this is true 
of the petitioner’s entire passenger business. The passenger operations of the 
petitioner, in common with those of all other class I railroads, show a deficit. 
The petitioner’s net operating income is produced by its freight operations * * *, 
This is not an unduly disproportionate loss to require the petitioner to bear, 
in the light of its total income, for the purpose of enabling it to discharge its 
obligation, under its charter and under the statutes, to render adequate pas- 
senger service in this area. The petitioner may not retain the lucrative freight 
business and disavow its obligation to provide adequate passenger service 
because it finds it unprofitable to do so. Of course, the operating loss was 
entitled to consideration by the commission in determining whether the dis- 
continuance should be allowed and it is apparent from the hearing examiner’s 
memorandum that due attention was given to it, but this factor was rightly 
subordinated to the consideration of public convenience and necessity, which 
the commission properly treated as being of paramount importance (Alabama 
Public Service Commission y. Southern Railway Co., 341 U. 8S. 341, 353; New 
York Central Railroad Co. v. Public Service Commission, 278 A. D. 725; 74 
C. J. S. Railroads, § 418, p. 992).” (Matter of Delaware & Hudson Railroad 
Corporation v. Public Service Commission, 285 App. Div. 326 (1953) ). 

It is clear from the foregoing decisions that neither the deficits from all river 
division passenger operations nor the above-the-rail losses from the operation of 
certain of the individual trains require us, as a matter of law, to authorize the 
complete discontinuance of all passenger service or the discontinuance of the 
trains which produce above-the-rail losses. 
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While both the deficit from all passenger operations on the division of about 
$1,400,000 in 1955, and the losses upon individual trains must be given cop. 
sideration, there are other factors which must be weighed and balanced againgt 
those losses, including: the company’s substantial systemwide net railway oper. 
ating income and net income from all operations earned in recent years, the 
amounts of which reached a new high in 1955; the net railway operating income 
to the company of about $3,475,000 from river division freight traffic earned jp 
the most recent 12-month period for which estimates were submitted; the 
company’s charter and franchise obligations to render adequate passenger 
service in this State; and finally, the question of whether public convenience 
and necessity requires the continuance of train service on the division in this 
State, and if so to what extent. 

There is no fixed or simple formula for the balancing of these various factors, 
such as directing continuance of the operation of the profitable trains and 
permitting discontinuance of the unprofitable trains. Nor is there any specific 
number of passengers, or volume of mail and express carried in passenger trains, 
which can be used as a standard in reaching a determination. 


Mr. Roserts. The committee will be in recess until we resume the 
hearing again on Monday at 10a. m. 

(Whereupon, at 3:40 p. m., the committee was recessed, to recon- 
vene at 10 a. m., Monday, May 26, 1958.) 
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MONDAY, MAY 26, 1958 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SuBCOMMITTEE ON TRANSPORTATION AND COMMUNICATIONS, 
Washington, D.C. 
The subcommittee met at 10 a. m., pursuant to recess, in room 
1334, House Office Building, Hon. Kenneth A. Roberts presiding. 
Mr. Roserts. The subcommittee will please be in order. 
The first witness today, I believe, is Mr. Langdon, general counsel 
for the Baltimore & Ohio Railroad, Baltimore, Md. 


STATEMENT OF JERVIS LANGDON, GENERAL COUNSEL, THE 
BALTIMORE & OHIO RAILROAD, BALTIMORE, MD. 


Mr. Lanepon. Mr. Chairman, my name is Jervis Langdon, Jr., and 
as you say, | am general counsel of the B. & O. in Baltimore. 

I] have a statement here, sir, which I would like to have filed in the 
record, and if it is satisfactory with you and Congressman Younger, I 
would like to summarize it orally at the present time, and then ‘after 
that is done, deal with a couple of the objections which have been 
made against this competitive rate rule that the railroads would like 
to have. 

The burden of the written statement that I am asking be filed in the 
record is that in our judgment the Congress in 1935 and also in:1940 
intended that railroad rates should be made on the basis of railroad 
conditions, and that this rule that we now would like to have would 
bring that about. 

In other words, what we are seeking here in effect is a reaffirmation 
of what was the intention of Congress in 1940 and from which, in our 
judgment, the Interstate Commerce Commission has on several oc- 
casions deviated in the period since 1940. 

I should like to recall, if I may, the situation in 1935 when the 
prospect of motor carrier ae ation was present. 

At that time, there was a great deal of feeling to the effect that 
motor carrier regulation was ‘being pushed by the railroads for the 
purpose of having truck rates regulated in the interest of the rail- 
roads. and in order to forestall any such possible event, the Congress 
was very careful to provide in the Motor Carrier Act of 1935 that the 
motor carriers should have their own policy which would make clear 
that it was the policy of Congress to regulate transportation by motor 
carriers in such a manner as to recognize and preserve the inherent 
advantages of, and foster sound economic conditions in, motor carrier 
transportation. 


28621—58 
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Mr. Roserrs. Pardon me just a minute, Mr, Langdon, 

The witness is at page 3 of his statement. He is going to sum. 
marize his statement which will be filed in the record, without ob. 
jection. 

Mr. Lanepon. In addition to providing motor carriers with their 
own policy in the Motor Carrier Act of 1935, the Congress provided 
the motor carriers with their own ratemaking rule which again em- 
phasized the necessity of regarding the inherent advantages of motor 
carrier transport ation in the making of motor carrier rates and, at 
that time, too, the Congress took a third step to make sure that motor 
carrier rates were regulated not in the interest of the railroads but in 
the interest of the motor carriers and in the public interest. By this 
third step, the Congress provided affirmatively that the antipreference 
provision of the Motor Carrier Act—that is, the provision that pro- 
hibited the motor carriers from discriminating among shippers— 
should not apply to any discrimination against the traffic of any 
other carrier whatsoever. 

In other words, the trucks in their ratemaking could not be held 
guilty of discrimination against railroad traffic. 

If you will follow me now for a period of 5 years to the ‘Trans- 
portation Act of 1940: At that time, as had been the case in 1935, there 
was under consideration the regulation of water carriers and again 
the fear was that water carrier rates would be regulated in the interest 
of the railroads. 

A number of Congressmen and a number of Senators spoke on this 
particular subject, and in order to prevent any such possibility, or 
any such consequence as that, the Congress provided a ratemaking 
rule, or, r: ather, an amendment to the ratemaking rule that applied 
to water carriers which in effect said this, and I am quoting the rule: 

In the exercise of its power to prescribe just and reasonable rates, the Com- 
mission shall give due consideration, among other factors, to the effect of rates 
on the movement of traffic by the carrier or carriers for which the rates are 
prescribed. 

Now, this particular provision in the water carrier part of the 
Interstate Commerce Act was described in the report of the Senate 
committee, as follows: 

The ratemaking rule has been amended to expressly provide adequate safe 
guards for the public, and at the same time the Commission is directed in 
prescribing a rate to consider its effect on the movement of traffic only by the 
particular type of carrier for which the rate is prescribed. 

That is, in prescribing a rate for water carriers the Commission 
will not consider the effect of that rate on the movement of traffic by 
either rail or motor carriers. 

The Congress again in the Transportation Act of 1940 made appli- 
cable to water carriers the same proviso to the antipreference pro- 
vision as had originally been put in the Motor Carrier Act of 1935 
with the effect, again, that water carriers in their ratemaking could 
not be guilty of discrimination against the traffic of any other carrier 
whatsoever, notably railroad carriers. 

hen there was a third step taken in order to forestall any possible 

‘atemaking for water carriers in the interest of the railroads, and 
that was to insert a special provision in part 3 of the Interstate Com- 
merce Act to this effect, and I am reading now from a special pro- 
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vision of 305 (c)—a provision which appears quoted on page 6 of the 
statement, sir: 

Differences in the classifications, rates, fares, charges, rules, regulations, and 
practices of a water carrier in respect to water transportation from those in 
effect by a rail carrier with respect to rail transportation shall not be deemed 
to constitute unjust discrimination, prejudice, or disadvantage, or an unfair 
or destructive competitive practice within the meaning of any provisions of 
this act. 

So that, as you see in the Motor Carrier Act of 1935, and in the 
Transportation Act of 1940, the Congress was very particular to 
make certain that motor carrier rates should be made and judged on 
the basis of motor carrier conditions, and water carrier rates should 
be made and judged on the basis of water carrier conditions. 

Now, the point is, and this ‘is the critical inquiry, was there any 
different rule anticipated or provided for the railroads ¢ 

Our position is that just as the Congress intended motor carrier 

rates to be based on motor carrier conditions and water carrier rates 
to be based on water carrier conditions, the Congress intended that 
the railroad rates should be made based on the railroad conditions. 

Exactly the same national transportation policy was made equally 
applic ‘able to all three modes. The same proviso to the antipreference 
provision of the Motor Carrier Act which had been extended and 
made applicable to the water carriers was also made applicable to the 
railroads under part 1 of the Interstate Commerce Act. 

Thirdly, and most important, the same ratemaking rule limiting 
the Commission’s considerations to the effect of rates on the move- 
ment of traflic for the carriers for which the rates were prescribed 
was made applicable to the railroads under part 1. So that you have 
across the board and for each of the three competing forms of trans- 
portation, the same policy, the same ratemaking rule, and you also 
have the same limitations as to the use of the antipreference provisions, 
all with the effect, as we see it, that each mode was to be regulated 
on the basis of its particular operating conditions. 

Statement after statement in the Congress and in the reports of 
the committees sustains that conclusion. 

For instance, in the report of the Senate committee on S. 2009, 
which later became the Transportation Act of 1940, I should like to 
repeat the finding, which I read a moment ago, as it appears at the top 
of page 8 of my statement : 

The ratemaking rule has been amended to expressly provide adequate safe- 
guards for the public and at the same time the Commission is directed in pre- 
scribing a rate to consider its effect on the movement of traffic only by the 
particular type of carrier for which the rate is prescribed. 

Over on page 9 of my statement, I should like to read further from 
the same Senate report, the underscored portion : 

If one or more forms of transportation cannot survive under equality of 
regulation, they are not entitled to survive. This is not railroad philosophy: 
it is transportation philosophy. The problem is not a railroad problem, but is, 
as the Interstate Commerce Commission has said, a transportation problem. 


Then if I may skip down to the bottom of that page and read from 
the report of this committee in connection with the Transportation 
Act of 1940: 


The manifest difference in the economic advantages of transportation by water, 
highway, and rail makes the question of rate adjustment as between these 
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carriers a practical question. The bill is so drawn as to make it plain that there 
is ho purpose to so adjust rates as to deprive any type of carrier of the inherent 
advantage of his cheaper cost of carriage. 


Then, if you will turn over to page 10 and read that exchange be. 
tween Senator Austin and Senator Wheeler : 


Senator Austin. So if there is one type of common carrier which has a natura] 
facility or a natural advantage over another, the bill does not require, indeed, | 
understand it does not permit, the extinguishment of natural advantage in com. 
petition for the benefit of the competitor which has not the advantage. Am ] 
correct in that interpretation? 

Senator WHEELER. The Senator is entirely correct and I thank him for his 
statement. In the ratemaking provision and in three different places in the bill, 
we wrote in such a provision specifically so as to protect them. 


Then if you will go down to the middle of Mr. Truman’s statement, 
which is quoted right below the one I just read : 

The railroads are absolutely essential to the welfare of the country, and they 
should not be discriminated against any more than any other method of trans- 
portation should be discriminated against. The object of the pending bill is to 


try to put all methods of transportation on an equal basis. If it will not do 
that, we shall have failed in our effort. 


Then Senator Pepper inquires as to what that means, and Mr. Tru- 
man says he means equal position before the law for each type of 
transportation. 

Then if 1 may skip over again to the top of page 11 and read 
Senator Wheeler’s statement there at the top: 

I say to the Senator, as I said a moment ago, when this legislation is enacted 
it will be found to be beneficial because we are stating that it is the policy of 
Congress of the United States that the Interstate Commerce Commission shall 
treat each and everyone of these forms of transportation upon an equal basis, 
and no language could be written into law that more clearly directs that that 
should be done than we have done in the Interstate Commerce Committee. 

Then, finally, on this particular subject I should like to read from 
the conference report which is quoted on page 12 of the statement, the 
second quotation : 

The conferees are unanimously in harmony in the viewpoint that the in- 
herent advantages of each type of carrier should be preserved for the benefit 
of the Nation. Legitimate regulations must look to the protection of the eco- 
nomic advantage of each type of carrier against destructive competition of the 
other. No carriers should be required to charge unreasonable rates for the bene- 
fit or purpose of compelling diversion of traffic to a competitor. 

This congressional intent was specifically recognized by the Inter- 
state Commerce Commission in what at that time was regarded as 
an authoritative decision, one in which the Commission undertook to 
state the policy of the law of the Transportation Act of 1940, a de- 
cision known as the Automobile case of 1945, and I should like to 
quote the rule which the Commission announced at that time. It is 
set forth starting at the bottom of page 14 of my statement: 

As Congress enacted separately stated ratemaking rules for each transport 
ageney, it obviously intended that the rates of each such agency should be de- 
termined by us in each case according to the facts and circumstances attending 
the movement of the traffic by that agency. 

In other words, there appears no warrant for believing that rail rates, for 
example, should be held up to a particular level to preserve a motor rate struc- 
ture, or vice versa. 

We feel that the recommendation of the Senate subcommittee does 
no more than to reassert the intent of Congress in 1940, and that the 
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Janguage which it recommends as an amendment to section 15 (a) 
does no more than to carry out the basic principle which was recog- 
nized by the Interstate Commerce Commission itself in 1945 in the 
Automobile case to which I have referred. 

The reason why an amendment is now necessary is that there have 
been, in our judgment, important and serious deviations from the 
rule of the Automobile case (which in turn reflected the intent of 
Congress in 1940 as we construe it) on the part of the Interstate Com- 
merce Commission, and for that reason the amendment in our judg- 
ment is required. 

This I want to emphasize: We are seeking no more than this: 
When we make competitive rates we be allowed to make them on the 
basis of railroad conditions just as the trucks should have the right to 
make rates based on their conditions, and the water carriers already 
are protected in the assertion of exactly the same right. It has been 
affirmatively held by the Commission ‘and the Supreme Court that 
when a water carrier makes a rate, its effect on railroad traflic or 
railroad revenue is altogether beside the point. 

We believe that we should have exactly the same rule. 

That concludes, sir, y affirmative presentation, but I should like 
to deal, if I might, with 2 2 or 3 of the objections that have been made 
by others against this proposed amendment. 

We have heard that it is no problem. The Interstate Commerce 
Commission has said that in 1957, only one-quarter of 1 percent of the 
railroad tariffs that were filed with it were suspended, of which only 
one-half were ultimately rejected after hearing, with the result that 
one-eighth of 1 percent only of our tariffs were rejected. 

Mr. Roperts. That is in the Pinkney statement ? 

Mr. Lanepon. It is quoted in Mr. Pinkney’s statement. The point 
was made, if I am not mistaken, sir, during an appearance on the part 
of Chairman Freas, of the Interstate Commerce Commission, an 
earlier appearance of chairman Freas, which Mr. Pinkney quotes in 
his presentation. 

The quick answer to that objection—there are several answers, but 
the first answer is that the Interstate Commerce Commission uses a 
faulty measuring stick. 

Hundreds of rates that we file have no competitive impact. They 
have to be filed for technical reasons. 

Lots of tariff changes occur every day, but when we file a rate that 
has a competitive impact, we can be absolutely certain there is going 
to be a protest. 

So that the proper point at which to measure the impact of the 
Commission’s present practice which we object to is the number of 
tariffs which they suspend in relation to those that are protested 
because it is the number of protested tariffs that furnishes the proper 
starting point. 

Now, when that different and truer measure is used, Chairman 
Freas, of the Interstate Commerce Commission, says that only 15 per- 
cent of the tariffs are suspended. 

I have no question that that is an accurate figure of the present 
situation. 

We made a study, however, in 1956 as to the number of protested 
railroad rates that were suspended, and at that time the rate was 
running around 45 percent. 
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That was a test that we ran between two what we regarded ag 
representative months in 1956, and the rate of suspension to protest 
while down now, has been much higher than the 15 percent that Chair. 
man Freas has mentioned in his testimony before this committee and 
also before the Senate subcommittee. 

Mr. Roserrs. What was the figure in 1956 ? 

Mr. Lanepon. During a sample 2 months, sir, that we used for our 
own check, it was running in the area of 40 to 45 percent. 

Mr. Roserrs. Was an estimate made of how much impact the lower 
rate would have created ¢ 

Mr. Lanapon. No, sir; because that is impossible to measure. 

The reason being this: I know it has been measured by Mr. Arpaia 
in a speech he gave a year and a half ago when he said that in 1956 if 
all of the railroad tariffs which had been rejected (about a dozen of 
them, naming competitive rates) had instead been allowed to go into 
effect, the gross revenue as he computed it was $1,200,000. 

But you see, you cannot measure the impact of a rejected competi- 
tive rate that way. You may have a small movement that you are 
trying to compete for, and you may be forestalled from meeting that 
competition. 

Then your shipper will build the dock that otherwise he would 
not have built, and once he builds the dock, then other traffic will be 
diverted. 

Or, if it is truck competition, he may rearrange his plants to take 
truck deliveries instead of rail sidings. 

On our railroad we have just completed a survey of rail sidings 
that probably should be removed, and on the basis of incomplete 
returns, I think we have almost 50 miles of private sidings that now 
no longer serve any real purpose. 

So that you cannot measure the impact of a rejected competitive 
rate simply on the basis of the revenue that that particular rate, if 
established, would have produced. The consequences of a rejected 
rate cannot be calculated. 

Moreover, Mr. Chairman, and this is of vital importance, we are 
not complaining about the rejected tar iffs so much as we are about the 
test that the Commission imposes, the yardstick by wiiieh they 
measure our rates, a yardstick which we by virtue of necessity have 
to apply ourselves when we file our proposed rates with the Inter- 
state Commerce Commission. 

We are St and have undertaken in the past, to comply 
with this faulty test, 1. e., this test of whether or not there is a proper 
competitive balance bistivten our rates that we propose, on the one 
hand, and the cost to shipper of using the competing mode of trans- 
portation, on the other. 

That is our real objection. It is this test that the Commission has 
been applying and which we have been attempting, by virtue of 
necessity, to comply with. 

Let me give you an illustration of what we are really objecting to 
here. I think I can perhaps illustrate it by a situation that arose m 
a company that I am familiar with. 

There is a particular competitive situation that we are confronted 
with. The traffic manager comes to his counsel and he says: “We 
have lost all this business.” 
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Mr. Friever. You are speaking of the railroads now? 

Mr. Lanepon. Yes, sir. 

“We have lost all this business. I think we can get it back, how- 
ever, by a rate of, let us say, 40 cents.” 

I will ask him as his counsel, “Is 40 cents compensatory ?” 

“Yes, it is amply compensatory.” 

“will the establishment of a 40-cent rate discriminate against other 
shippers ¢” 

He will say to me, “Well, we have looked into that”—this is hypo- 
thetical, but it is pretty close to an actual situation that we are 
confronted with—we have looked into that and we think that Mr. 
Jones, who is a competitor of the shipper who is dealing with us, has 
to be taken care of, too, because he has the same competition. But 
aside from that, we don’t think this rate will cause any discriminatory 
rate practice.” 

Then, as his counsel, I am forced to say, “How does this rate line 
up with the cost to the shipper of using the water service ?” 

And he will tell me that it is 10 cents less than it costs the shipper 
to use the water service. 

When I say the cost to the shipper of using the water service, I 
mean not only the barge rate, but also the cost of getting it to the 
water, the transfer service and the transfer service at the other end 
and the delivery service. 

Once he tells me that that compensatory nondiscriminatory rate is 
10 cents less than the cost to the shipper of using the water service, I 
have to tell him that under the rule which the Commission has been 
enforcing, he cannot get that rate approved. 

Now, that is the test that we are objecting to. That rate from the 
point of view of the railroad conditions is compensatory and it will 
not discriminate against shippers. Nevertheless, because it does not 
represent the proper balance with the cost to the shipper of using the 
competing water service, and in this particular case represents a whe 
ferential under the cost of using the water service of 10 cents, the 
Commission will not approve that rate. 

As a matter of fact, even if that rate represented the exact cost to 
the shipper of using the compe ‘ting water service, the chances are that 
it would not be approved. We have had a couple of instances where 
railroad rates that reflected the exact cost to the shipper of using com- 
peting water services have been approved. 

There were special circumstances in each case, however, and the gen- 
eral rule is that railroad service, because the Commission assumes it 
to be superior and faster and thus worth more, even though the ship- 
per does not agree, will have to reflect a differential over the cost to the 
shipper of using the water service. 

Now, exactly the same type of balancing goes on when we make 
ates to compete with trucks, only there, of course, today, while not 
always true, the rai] rates are generally lower than the ‘truck rates. 
But the approach is similar. 

After this rate that we want to establish is determined by us to be 
compensatory, and will improve our revenues, and we also are quite 
satisfied that it won’t discriminate among shippers, we tender it to 
the Commission and what does the Commission do? 
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They will look at it. Of course, they will first make certain that 
it is a compensatory rate and if there are any complaints from ship. 
pore they will look into whether the rate is a nondiscriminatory rate, 
mut in addition, and this is the third test we don’t want and want to 
bring to an end, they will match up the cost to the shipper of using 
rail service under this projected rate with his present cost of using 
truck service. 

Now, in most cases, the shipper will save the cost of loading and un. 
lo: ding if he uses truck so that is a deduction which may be t ‘aken i into 
account in fixing the rail rate. 

Also, if he uses the truck, he probably won't have to incur any ex- 
pense for bracing or blocking the traffic as he often does if he uses 
a rail car. 

These two expenses are known in the parlance as rail disabilities, 
Ordinarily, in our ratemaking, we are entitled to take them into ae. 
count and to have our rate lower than the truck rate by the amount 
of the cost of those disabilities to the shipper. 

In other words, if it costs him 10 cents to Joad and unload and also 
to block and brace, our rate can be lower than the cost to the shipper of 
using the truck service by 10 cents. 

Recently there has also entered into it another element and that js 
an attempt to evaluate on the part of the Commission the dollars-and- 
cents value of the better truck service (which ordinarily it is). 

By better, I mean it is more flexible and it is often faster. 

The Commission may take this service element into account as 
worth, let us say, 3 cents. 

Then, you see, we have, on the one hand, the rail rate; we have, 
on the other hand, the cost to the shipper of using truck service and 
the recognition of the superior character of the tr uck service, and we 
make a balance. the Commission makes a balance in order to give both 
forms of transportation an equal competitive opportunity. So that 
our ratemaking is actually done, once it is shown to be compensatory 
and once it is shown to be nondiscriminatory among shippers, our 
rates are actually controlled by the cost to the shipper of using the 
truck service. That is this balance act—which has been going on 
recently, and in fact, since about 1950. It is that balancing act which 
we object to and say ‘that we should be able to make our rates based on 
our conditions and if we prove them to be compensatory and if we 
prove them to be nondiscriminatory among shippers, that ought to 

satisfy the Commission. This is a per sonal Ww ay of looking at it and 
I may be wrong, but in my own mind I have thought that what we 
really want, what we really are groping for here, is a formula under 
which the Commission will regulate us as if they were regulating the 
railroad industry and no one else. 

You see, the Interstate Commerce Commission is in a rather pe- 
culiar situation in that it has jurisdiction over competitors with differ. 
ent cost and service characteristics, and famtaable there is a—well, 
they say they don’t apportion traffic and I know they don’t do it in 
terms—still there is this inclination to balance because they have an 
affirmative obligation toward these competitors. What we are grop- 
ing for really is a concept that will allow us to make our rates based 
on our conditions, just as the trucks should have that right and the 
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water carriers have had and still do, and always will have, that same 
right to make their rates, based on water carrier conditions. 

Mow, I should like to discuss, if I may, sir, the question of what is 
a reasonably compensatory rate. 

In the old days a reasonable minimum rate was a rate that was 
compensatory, of course, but then in addition to that it was a rate that 
properly reflected the greater value of the commodity. 

If it was a higher valued commodity, there were elements of the 
value of the service in that rate, loading characteristics, movement, 
and other transportation features. But nowadays, in the light of 
the competitive situation, there probably is only one real test in this 
jntermode competitive ratemaking and that is (aside from the ques- 
tion of discrimination among shippers which ie ays has overriding 
effect). is the rate a reasonably compensatory rate / 

Now, I should like to define some terms if I could. 

When we say a rate is a reasonably compensatory rate, we do not 
mean that it merely covers the added expense of handling the added 
traffic for a period of a week or a month or a year. 

On the contrary, what we really mean by a reasonably compensa- 
tory rate is a rate that covers the cost of handling the traffic, the 
long-term cost of handling the traflic, the costs that vary with the 
handling of that traflic over a long period of time, including, and 
this is of crucial importance, a rate of return on at least the equip- 
ment that is involved in moving that traffic and also on a part of the 
underlying right-of-way and fixed property. 

Those returns are computed, under the Interstate Commerce for- 
mula of out-of-pocket expense, after income taxes. 

Now, if I may, Mr. Chairman, I should like to distribute a brief 
statement here which undertakes to show that the railroad can often 
obtain a larger contribution to its overhead by a rate which covers 
its out-of-pocket expenses, but does not equal its fully distributed 
cost. 

In this particular illustration that is set forth in this statement, I 
have made some assumptions, but they are common, everyday assump- 
tions and occur all the time. 

The out-of-pocket expense on this particular traffic is $3 per ton, 
and the fully distributed cost is $4 per ton. 

Now, the $3 rate, if we put that into effect, would attract a move- 
ment of a thousand tons. The $31% rate would attract 800 tons, and 
the $4 rate would attract 300 tons. 

You will see from that table below which makes the biggest total 
contribution to our net revenues. 

It is the $314 rate, and that rate, above out-of-pocket expense by 50 
cents, makes a bigger contribution to our net revenues and thus from 
our point of view is a better rate, than the rate which reflects the fully 
distributed cost. 

(The material referred to follows :) 

Assumptions 

In the transportation of commodity X: Out-of-pocket expense is $3 per ton; 

fully distributed cost is $4 per ton. 


$3 rate would attract movement of 1,000 tons; $3.50 rate would attract 800 
tons ; $4 rate would attract 300 tons. 
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Question: Which rate makes the biggest contribution to net? 
Answer: 


———— 


| Total out-of- | Tot al contri. 


| Total revenue} pocket ex- bution 
pense 
sila hieareahdieteaginebneidigeabipieseninare Seem TNT asa |——___ 
1,000 tons at $3 .......-..--. ; $3, 000 $3, 000 | ae 
800 tons at $3.50___._-_- 5 | 2,800 | 2, 400 $400 
IN Es tb neenictin-sennera~-enas Zod : | mm 900 | 300 





Mr. Hartz. May I interrupt at this point ? 

Mr. Roserts. Certainly. 

Mr. Haug. The only difficulty I see with that is: How can you tell 
how much traffic a given rate is going to attract 

Mr. Lanopon. It is a trial-and-error proposition to a certain extent, 

There is judgment involved and it is a dynamic process, this rate- 
making, and undoubtedly we make mistakes occasionally. 

What you are groping for all the time is that rate which will maxi- 
mize your net revenues. 

Of course, in order to arrive at that answer—you may never arrive at 
it perfectly—but to arrive at that answer you have to take into account 
the volume which is going to be affected by that rate. 

It is a question, as I say, of trial and error, groping toward the best 
result. 

This is Just a simple statement of the principle. It is awfully hard 
in many cases to apply it and to maximize net revenues, but that is 

always the objective. 

So to answer your question specifically, sir, you cannot be certain. 
You just simply have to do the best you can in moving toward that 
objective. 

And the important point that I really want to make is that from 4 
ratemaking standpoint, particularly in the case of the railroads, the 
use of fully distributed cost is a very serious mistake, and as authority 
for that statement I would like to quote the Interstate Commerce 
Commission’s own cost section. Iam reading now just a few sentences 
from statement No, 4-54, November 1945, at pages 20-21 of the state- 
ment by the cost section of the ICC: 


Prices are never based on an arbitrary apportionment of the constant or fixed 
expenses. Indirect expenses never burden all traffic proportionately, ton for 
ton, irrespective of the ability for traffic to pay. 

Such an approach indeed would be contrary to the principle that low unit 
contributions to the constant cost may yield increased aggregate contributions 
as a result of added volume. 


I should like to read from another statement of the same section of 
the ICC which came across my desk just a week ago: 


The fully distributed costs in this study refer to the sum of out-of-pocket cost 
and the statistical ton and ton-mile apportionment of the cost as described above. 

In respect to the fully distributed costs, a word of caution is necessary con- 
cerning their use in ratemaking. Rates based solely on fully distributed costs 
shown herein would ignore one of the greatest principles of ratemaking. That 
is, that of differential charging. If rates were made without recognizing differ- 
ential charging, the result would be reductions on high-grade traffic and con- 
comitant increases on low-volume traffic. 

Historically, rates reflect the continual interplay of economic forces so as to 
permit all commodities to move with the most reasonable freedom and at the 
same time contribute as much as possible to the transportation burden. 





So 
lish 
fully 


yolu 


nues 
fully 
sent 
lus 
Pp Y 
stan 
Ou 
: A 
the 
that 
a Yé 
vari 
Vv 
rep 
sam 
J 
Eco 


Al 
trib 
carr 
all : 
pro! 

‘1 
con 


shi) 
] 
con 
tice 
] 
pol 


bor 
‘ 


ess 
orc 
wh 
tov 
or 

try 
lev 


trv 
tor 
ter 
va 


fo 


Tl 
ar 


RAILROAD PROBLEMS 389 


So that this reasonably compensatory rate that we want to estab- 
lish may in many instances represent a level that is above our so-called 
fully distributed cost, but in other instances, depending upon the 
yolume and in an effort to maximize the contributions to the net ne 
nues, it may very well be below fully distributed costs. What is 
fully distributed cost is a wholly arbitrary computation. It cae. 
gents your variable costs (the costs that go up and down with traffic) 
plus the arbitrary apportionment of overhead, the constant expense. 

You can use any one of several methods for apportioning the con- 
stant expense to traffic. It produces widely varying results so far as 
our fully distributed costs are concerned. 

As the Commission’s cost section says, it has no place in ratemaking, 
the objective always being to maximize your net revenues. I repeat 
that that result can often, depending on volume, be accomplished by 
a rate that is less than fully distributed cost, but always above your 
variable cost. 

With your permission, I would like to read a brief sentence from a 
report of a royal commission in Canada where they had exactly the 
same problem. 

I am reading from page 274 of the Royal Commission on Canada’s 
Economic Prospects, a chapter having to do with transportation : 

Any traffic which meets its long-run, out-of-pocket cost and makes some con- 
tribution to common overheads, no matter how small, should be carried by the 
carrier concerned. In this way overheads on the remaining traffic are reduced, 
all shippers are better off, and the most efficient use of transport resources is 
promoted. 

That is precisely what we should like to be able to do insofar as our 
competitive ratemaking is concerned. 

And I would like to close with a word about discrimination among 
shippers. 

In no way do we want to change or have affected the Commission’s 
control over our rates from the point of view of discriminatory prac- 
tices. 

In the ordinary case, if we are meeting competition between two 
points, and another shipper has the same competitive situation, we are 
bound to make the same adjustment for him. 

So far as truck competition is concerned, that rule is largely unnec- 
essary because truck competition exists everywhere, and today in the 
ordinary case if we are meeting truck competition, we lower for the 
whole area the rate level on a particular commodity, so that every 
town, every shipper, small or large, throughout the competitive area 
or region of the United States, and often throughout the entire coun- 
try, if the competitive situations are similar, will have the same rate 
level. 

So that the question of discrimination among shippers affected by 
truck competition that we are trying to meet is, in most instances, 
today, largely moot because we provide a rate level for the entire 
territory which, on a mileage basis, is substantially comparable. It 
varies, in other words, with miles with a recognition and tapering 
for the longer distances, the old theory of making rates since 1887. 

In the case of water competition, the situation is somewhat different. 
There, of course, the competition exists between specific points that 
are located on the river. 
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In the ordinary case when the railroad undertakes to meet that 
competition or to put in a rate which will improve its net revenues 
by sharing in that competitive traffic, the railroad itself is not cays. 
ing discrimination. The discrimination is already there. 

The existence of water transportation, in a sense, is the discrinj. 
nation which the railroad, if it can do it on a compensatory basis, 
simply wants to meet. 

Once we have met it, once we have been successful and actually do 
share in this water competitive traffic, and thus get a contribution 
to our net revenues from that source, it follows, of course, that the 
situation of the shipper who is inland is better, because otherwise, if 
we cannot meet the competition and get contributions to our net reve. 
nues from those competitive situations, the alternative is to put the 
entire transportation burden on the shipper who is noncompetitive, 
if there is such a thing nowadays. 

That is a well-recognized principle. 

We have a certain transportation burden to meet for which we have 
to find the revenues. To the extent that we can obtain net revenues 
by participating in competitive situations, it follows that the revenues 
that otherwise would have to be obtained from the noncompetitive 
situations are reduced. 

So that, actually, while this may seem paradoxical, the meeting of 
competition is to the long-range benefit of the inland shipper, because 
otherwise he is going to have to pay the entire bill, and this is true 
even though he does not participate in this lower competitive rate 
level. 

Now, if in doing that we discriminate unjustly we do not want in 
anyway the Interstate Commerce Commission’s jurisdiction to be 
curtailed. 

[f this inland shipper, despite the picture I have painted to you, 
still feels he is hurt, he should have an unqualified right to complain 
to the Interstate Commerce Commission, and there have been some 
instances where in order to take care of the discrimination against 
the inland shipper, we have had to either withdraw or modify our 
competitive rate proposals. 

We give that protection to the shippers, an overriding effect, and 
it should be given an overrriding effect. 

But I had a chance once—it took a long time, but I did it—I have 
read every single ICC decision on this intermode competitive rate 
problem, starting in 1940, and it is quite remarkable that while there 
are instances where shippers have intervened and complained of dis- 
crimination, as I read these cases, it is not a major problem. 

As I say, there have been instances when shippers have come in 
and complained that the competitive rate that a railroad wanted to 
establish would discriminate against them and the Commission has 
either found for or against. them, but at least the shipper had this 
forum before which its discrimination alleged discrimination, could 
be laid, and relief given if justified. 

But those cases have not been very many. I think one reason is 
that in the case of the truck competition as explained before, the 
railroads have generally provided the competitive level throughout 
the whole area, with the result there could be no discrimination. 
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I think in the meeting of water competition that there have been 
afew instances where we have been guilty of discrimination, but only 
a few, and I think the reason there again is that these shippers 
realize that unless we can participate in this competitive traffic we 
are going to have to give the entire transportation burden to them 
tosustain. I think, in other words, they are realistic. 1 think that 
completes my statement, sir. 

(The formal statement of Mr. Langdon is as follows :) 


STATEMENT OF JERVIS LANGDON, JR., IN SUPPORT OF THE AMENDMENT TO SECTION 
15a OF THE INTERSTATE COMMERCE AcT AS INCORPORATED IN 8S. 3778 AS 
SECTION 5 


My name is Jervis Langdon, Jr., and I am general counsel of the Baltimore & 
Ohio Railroad Co., with headquarters at Baltimore, Md. I appear here today, 
however, for the Association of American Railroads. That association is a 
voluntary, unincorporated organization including in its membership railroad 
companies operating more than 95 percent of the total railroad mileage in this 
country and having operating revenues which are more than 95 percent of the 
total railroad operating revenues. 

The railroads for which I speak support the suggested amendment to section 
lia of the Interstate Commerce Act (the ratemaking rule) as proposed in the 
report of the Subcommittee on Surface Transportation of the Senate Committee 
om Interstate and Foreign Commerce, pages 12-13. This amendment is set 
forth in section 5 of S. 3778, as follows: 

“Sec. 5. Section 15a of the Interstate Commerce Act, as amended, is amended 
by inserting after paragraph (2) thereof a new paragraph (3) as follows: 

“"(3) In a proceeding involving competition with another mode of trans- 
portation, the Commission in determining whether a rail rate is lower than 
areasonable minimum rate, shall consider the facts and circumstances attend- 


j ing the movement of the traffic by railroad and not by such other mode.’ ” 


The purpose of this statement will be to show that the enactment of this 
amendment would not merely carry out the intent of the Congress when it 
passed the Transportation Act of 1940 (as well as the Motor Carrier Act of 
1985) but is required to put the Interstate Commerce Commission back on 
the track that was intended at that time. In 1945 the ICC recognized that 
intention when it announced the principle of the Automobile Case, infra, 
reading as follows: 

“As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be 
determined by us in each case according to the facts and circumstances 
attending the movement of the traffic by that agency. In other words, there 
appears no warrant for believing that rail rates, for example, should be held 
up to a particular level to preserve a motor-rate structure, or vice versa.” 

Since 1945, however, there have been deviations from this principle, and 
the amendment is thus made necessary. 


HISTORICAL BACKGROUND FOR THE PRINCIPLE OF THE AUTOMOBILE CASE 


The principle of the decision of the Interstate Commerce Commission in the 
Automobile Case, 259 1. C. C. 475, 588 (1945), finds its roots in the Motor Carrier 
Act of 19385 and the Transportation Act of 1940. No other principle can be 
quared with the action taken by the Congress in enacting this legislation. 

When the regulation of motor carriers was being seriously considered in the 
early 1930's, the opposition concentrated on the argument that the railroads were 
the chief parties in interest and that, with a “railroad-minded ICC,” they would 
wek to have motor carriers regulated for the benelit of the railroads, not the 
notor carriers. To guard against any such possibilities, the Congress, in enacting 
the Motor Carrier Act of 1935 (now part {1 of the Interstate Commerce Act) 
provided the motor carriers with their own “declaration of policy and delegation 
of jurisdiction to the Interstate Commerce Commission” which made clear the 
“policy of Congress to regulate transportation by motor carriers in such manner 
w to recognize and preserve the inherent advantages of, and foster sound 
wonomic conditions in, such transportation * * * develop and preserve a igh- 
way transportation system properly adapted to the needs of the commerce of 
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the United States and of the national defense. * * *”* The Congress went 
further and, in formulating a ratemaking rule for motor carriers, instructed the 
Commission in the exercise of its power to fix just and reasonable rates, to “giye 
due consideration, among other factors, to the inherent advantages of transpor- 
tation by such carriers, to the effect of rates upon the movement of traffic by such 
carriers. * * ** And finally the Congress added the following proviso to the 
antipreference section in the Motor Carrier Act. 

“Provided, however, That this paragraph shall not be construed to apply to 
discriminations, prejudice, or disadvantage to the traffic of any other c»rrier of 
whatever description.” * 

Five years later came the Transportation Act of 1940,‘ and the opponents of 
water-carrier regulation employed the same argument. They were convinced 
that, with railroad support, the ICC would be inclined to overlook the inherent 
advantages of water transportation and regulate the water carriers in the interest 
of the railroads.” There was some sympathy for this point of view in the Con. 
gress.” Wat these Members of Congress insisted upon was assurance that rates 
of water carriers would not be controlled—under the guise “of developing, ¢o- 
ordinating, and preserving a national transportation system” in accordance with 
the national transportation policy—in the interest of the railroads, and they de 
manded specific provisions which would require the Commission to forget about 
other forms of transportation when passing on rates for water carriage and to 
guard the inherent advantages of that form of transportation. 

But not only did the Members of Congress demand such assurances, they 
received them in the form of specific statutory provisions.’ 

At the time the Transportation Act of 1940 was in conference, there was 
added to the ratemaking rule* in each of the three parts of the act the 
italicized phrase quoted below : 


1 Sec. 202 (a), Motor Carrier Act of 1935. 

2 Sec. 216 (i), Motor Carrier Act of 1985. Emphasis ours. At that time, the rate 
making rule which governed the railroads (sec. 15a) provided that in the exercise of the 
Commission’s power to prescribe just and reasonable rates it “shall give due consideration, 
among other factors, to the effect of rates on the movement of traffic.” The addition of 
the phrase “by the carrier or carriers for which the rates are prescribed’”’ came later with 
the Transportation Act of 1940. B ; 

$Sec, 216 (d), Motor Carrier Act of 1935. A similar proviso was added to sec, 3 (i) 
which is the antipreference governing the railroads in the Transportation Act of 1940, 

4 The bill that ultimateiy became the Transportation Act of 1940 was 8. 2009, which was 
first passed in differing versions by both Houses in 1939, but not passed in its final form 
until 1940. ; 

5 The following appears as footnote 7 to the dissenting opinion of Mr. Justice Black in 
Interstate Commerce Commission v. Inland Waterways Corp., 319 U. S. 671 (1948), at 
p. 698; 


“Legislation similar in purpose to the 1940 act was considered by congressional com 
mittees in the 74th and subsequent Congresses. Opposition to legislation giving the 
Commission authority over water transportation came from representatives of the water 
shippers. A typical protest was made by Cleveland A. Newton, general counsel, Mississippi 
Valley Association, in the hearings before the Committee on Merchant Marine and Fisheries, 
House of Representatives, 74th Cong., 2d sess., on H. R. 5379: ‘This bill if enacted into 
law will place water carriers along the coast and upon our inland rivers under the absolute 
domination and control of the Interstate Commerce Commission. That Commission was 
created to regulate, conserve, and control railways. It is a railway-regulating agency. 
It naturally has the railway viewpoint, and past experience convinces us that the Commis 
sion, as now constituted, is railway-minded and that it would not be in the public interest 
to place water services under its domination and control. * * * We have observed the 
performance of the Commission in the past, under a comprehensive declaration of policy 
enacted by Congress, and that experience, we regret to say, has not inspired confidence.” 
Hearings, p. 471. 

6 Sce, for example, the minority views of two members of the House Committee on Inter- 
state and Foreign Commerce as accompanying the majority report No. 1217, Transportation 
Act of 1939, 76th Cong., Ist sess., at nn. 29-31. 

7™*Mr, Lucas, * * * Under the bill, as I understand it, the Interstate Commerce Com- 
mission would have the power, and it would be its duty, to fix rates on the Illinois River 
with respect to the transportation of that wheat and corn. Would it be possible for the 
Interstate Commerce Commission to fix the rate the same as the railroad rate from that 
point to St. Louis? 

“Mr. WHEELER. Not if the Commission does its duty, because the bill specifically provides 
that it must take into consideration the inherent advantages of the water carrier, Every: 
one agrees that goods can be shipped more cheaply by water than by rail.” 84 Congres 
sional Record 5879. 

The following Senators and Representatives, among others, either required assurance 
that the Commission would not discriminate against water carriers or expressed the con- 
Viction that under the statement of policy, the Commission would be unable to discriminate 
against water carriers: Senators Austin, Clark of Missouri, Connally, Ellender, Lucas, 
Miller, McNary, Norris, Pepper. Shipstead, Truman, and Wheeler; Representatives Bland, 
Bulwinkle, Crosser, Culkin, Halleck, Lea, Pierce of Oregon, Sparkman, and Wadsworth. 

8 Pt. I, see. 15 (2); pt. Il, sec. 216 (i); and pt. III, sec. 307 (f). See S. Rept. 433, 
76th Cong., Ist sess., May 16, 1939, at pp. 2-3. 
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“In the exercise of its power to prescribe just and reasonable rates * * * 
the Commission shall give due consideration, among other factors, to the effect 
of rates on the movement of traffic by the carrier or carriers for which the 
rates are prescribed. * * *” 

The addition of this qualifying phrase was regarded as having real signif- 
icance. As explained in the report of the Senate Committee on Interstate 
Commerce : 

“The ratemaking rule has been amended to expressly provide adequate safe- 
guards for the public, and at the same time the Commission is directed in 
prescribing a rate to consider its effect on the movement of traffic only by the 
particular type of carrier for which the rate is prescribed. That is, in pre- 
scribing a rate for water carriers the Commission will not consider the effect 
of that rate on the movement of traffic by either rail or motor carriers.” ® 

And as stated in the conference report concerning the same legislation: 

“This rule of ratemaking for water transportation is wholly inconsistent 
with the theory that the Commission might prescribe an unreasonable rate 
for a water carrier for the purpose of forcing its traffic to a competing 
carrier.” 

Moreover in connection with the same legislation, the Congress adopted 
the same proviso (excepting discrimination to the traffic “of any other carrier 
of whatever discrimination”) as it had previously enacted for motor carriers 
and made it equally applicable to the antipreference provisions governing water 
earriers (and railroad).“ Professor Oppenheim in his book, The National 
Transportation Policy and Inter-Carrier Competitive Rates (1945), states, 
at p. 51: 

“Both amendments grew out of the insistent demands of the water carriers 
for safeguards against nullification of their inherent advantages by forcing 
their rates to the level of competing rail rates. Fear was expressed that, 
by reason of its background of railroad regulation, the Commission might 
administer the act in a manner that would permit the railroacs to achieve 
their purported aim of preventing differential lower rates for competing forms 
of transport.” 

To summarize the regulatory pattern thus established : 

When the motor carriers came under regulation in 1935 it was affirmatively 
provided that this would be performed in the light of motor carrier condi- 
tions—not railroad conditions. Twice were the motor carriers protected in the 
exercise of their inherent advantages—once in a separate policy declaration 
and again in a special ratemiaking rule—and it was specified that they could 
not be guilty of discrimination against “the traffic of any other carrie: of what- 
ever description.” Later, when the water carriers came under regulation, 
essentially the same safeguards were employed, and in addition the water 
earriers got the benefit of a special tule to protect them when competing with 
railroads. The pertinent part of section 305 (c) reads: 

“Differences in the classifications, rates, fares, charges, rules, regulations, 
and practices of a water carrier in respect of water transportation from those 
in effect by a rail carrier with respect to rail transportation shall not be 
deemed to constitute unjust discrimination, prejudice, or disadvantage, or an 
unfair or destructive competitive practice, within the meaning of any pro- 
Vision of this act.” 

So much for the legislative intent that neither the rates of motor carriers 
nor the rates of water carriers should be regulated in the interest of the 
railroads. 

We come next to the point, how did the Congress intend that railroad rates 
should be regulated? Did it intend that they should be regulated in the interest 
of either the water carriers or the motor carriers, or did it intend that they 
should be treated in exactly the same way as it had provided for the rates 
of these competing forms of transportation? 

The answer is clear 


_* Rept. No. 433, Senate Committee on Interstate Commerce. Transportation Act of 1939, 
(6th Cong., Ist sess., at p. 2. 

Rept. No. 2016, House of Representatives, Transportation Act of 1940, 76th Cong., 
3d sess... at p. 82 

"Proviso reading: 

“Provided, however, That this paragraph shall not be construed to apply to discrimina- 
tion, prejudice, or disadvantage to the traffic of any other carrier of whatever description.” 
one same proviso is found in pt. I, see. 3 (1); pt. II, see. 216 (d); and pt. III, see. 
oVo (C),. 
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In 1940 the same natiortal transportation policy was made applicable to 
the regulation of the railroads as to the regulation of the motor carriers ang 
the water carriers, and the Congress, in providing “for fair and impartia} 
regulation of all modes of transportation subject to the provisions” of the 
Interstate Commerce Act, called upon the Commission so to administer jt 
“as to recognize and preserve the inherent advantages of each: * * *.” More 
over, in 1940 the same proviso as had originally been made to the anti 
preference provisions of the Motor Carrier Act of 1935 was added to the 
comparable provision for railroads (sec. 8 (1)). And finally, the ratemak. 
ing rule for railroad rates (sec. 15a) was made subject to the same qualifiea- 
tion as added to the rate-making rules governing motor and water carriers, 
and the Commission was instructed, in the exercise of its power to prescribe 
just and reasonable railroad rates, to consider, among other factors, “the effeet 
of rates on the movement of traffic’ but only “by the carrier or carriers for 
which the rates are prescribed.” 

That railroad rates were not to be regulated in the interest of motor or water 
carriers—any more than motor or water carrier rates were to be regulated in 
the interest of railroads—becomes evident when statements made during the 
course of the debate in the Congress are recalled. 

In its report on 8. 2009 (which later became the Transportation Act of 1940) 
the Senate committee said (S. Rept. 433, 76th Cong. Ist sess., May 16, 1939, at 
pp. 2-3). 

“The ratemaking rule has been amended to expressly provide adequate safe- 
guards for the public, and at the same time the Commission is directed in pre 
scribing a rate to consider its effect on the movement of traffic only by the 
particular type of carrier for which the rate is prescribed. That is, in pre 
seribing a rate for water carriers the Commission will not consider the effeet 
of that rate on the movement of traffic by either rail or motor carriers * * *, 

“For many years it has been the view of keen students of the transportation 
problem that there has been no consistent national policy with respect thereto, 
One reason urged in support of that view is that while the principal haulers 
of traffic and passengers, the railroads, have long been strictly regulated—as 
have, since 1935, motortrucks and buses engaged in interstate transportation— 
other forms of transportation are developed at public expense and without 
supervisory regulation. The net result of such a policy is inequality between 
various forms of transportation. As has been so often said, in 1S87, when the 
original act to regulate commerce was passed, directed to correct abuses by 
railroads, the railroads had a monopoly on transportation. In later vears com- 
peting forms of transportation have developed with such rapidity that no one 
now urges that there is any such monopoly. The railroads at first refused to 
treat these competing forms of transportation, particularly by motor, seriously, 
and it was not until after much of their traffic and many of their passengers 
had been lured away that the railroads took drastic steps to recover the lost 
business. The sum and substance of the matter is that at the present time 
there is a plethora of transportation facilities, and under these circumstances 
it becomes apparent that some tribunal must be empowered with the authority 
to determine into what particular niche each form of transportation is best 
fitted, and to discourage other forms of transportation from entering therein. 
S. 2009 seeks to do this. It has also been urged, and it seems sound, that there 
is no equality in treatment when the railroads, and lately the motor vehicles, 
are strictly regulated, and other forms of transportation are regulated, if at 
all. toa much lesser extent.” 

The report continues: 

“The alternative is to greatly lessen the regulation with respect to railroads 
and motor vehicles or to increase regulation on other forms of transportation. It 
may be safely said that neither the strictly regulated railroads nor the motor- 
earrier operators favor the elimination of all regulation. Consequently the 
remaining remedy is to so extend regulation to competing forms of transporta- 
tion, other than air, which only recently was placed under the Civil Aeronautics 
Authority, and retaining to each such lawful advantages as are inherent therein, 
so as to, as nearly as possible, equalize them and put them on a common foot- 
ing, at least from a regulation standpoint. This is not for the purpose of favor- 
ing one form of transportation over another or seeking to put any form of 
transportation out of business; it is, as stated, simply to put them all on a 
common basis or common starting point in their sharp struggle for business. 
S. 2009 seeks to do this also. Jf one or more forms of transportation cannot 
survive under equality of regulation, they are not entitled to survive. This 
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is not railroad philosophy; it is transportation philosophy. The probleni is not 
qg railroad problem, but is, as the Interstate Commerce Commission has said, 
q transportation problem.” [Italics supplied.] 

And the report points out: 

“And the position taken by water carriers that railroads must be regulated, 
nad they should not, though they compete on rights-of-way improved and largely 
maintained by public funds, is wholly inconsistent and completely untenable.” 

The report of the House Committee on Interstate and Foreign Commerce was 
equally conclusive. It said in part: 

“The manifest difference in the economic advantages of transportation by 
water, highway, and rail makes the question of rate adjustment as between 
these carriers a practical question. The bill is so drawn as to make it plain 
that there is no purpose to so adjust rates as to deprive any type of carrier of 
the inherent advantage of his cheaper cost of carriage.” ” 

In the course of the Senate debate, the following colloquy took place between 
Senator Austin and Senator Wheeler, chairman of the Senate Committee on 
Interstate Commerce and manager of the bill. 

“Mr. AusTIN. So, if there is one type of common carrier which has a natural 
facility or a Natural advantage over another, the bill does not require, indeed, 
I understand it not to permit, the extinguishment of the natural advantage in 
competition for the benefit of the competitor which has not the advantage. Am 
I correct in that interpretation ? 

“Mr. WHEELER. The Senator is entirely correct, and I thank him for his 
statement. In the ratemaking provision, and in three different places in the 
bill, we wrote in such a provision specifically so as to protect them.” (84 Con- 
gressional Record, p. 5883.) 

The following further statements made during the course of the debate in 
the Senate are enlightening: 

“Mr. TruMAN. Mr. President, the reason the discussion always gets back to 
the railroads is that the railroads handle about 67 percent of all the traffic. In 
1926 they handled 75 percent of all the traffic. The present condition of the 
railroads is due to a great many things which are not necessary to be consid- 
ered at this time. The railroads are absolutely essential to the welfare of the 
country, and they should not be discriminated against any more than any other 
method of transportation should be discriminated against. The object of the 
pending bill is to try to put all methods of transportation on an equal basis. 
If it will not do that we shall have failed in our effort. 

“Mr. Pepper. Mr. President, I really meant to say when I spoke a moment 
ago, if the Senator will further yield, that when the Senator referred to the 
various means of transportation being equal 

“Mr. TRUMAN. Equal before the law. 

“Mr. Pepper. If that is what the Senator meant by the expression he used, 
very well. 

“Mr. TruMAN. Yes; that is exactly what it means.” (84 Congressional 
Record, p. 5958. ) 

= 1 * * * * * 


“Mr. WHEELER. I say to the Senator, as I said a moment ago, when this legis- 
lation is enacted it will be found to be beneficial because we are stating that it 
is the policy of the Congress of the United States that the Interstate Commerce 
Commission shall treat each and every one of these forms of transportation upon 
an equal basis; and no language could be written into law that more clearly 
directs that that should be done than we have done in the Interstate Commerce 
Committee (84 Congressional Record 6073), 

* > * * : = 


“Mr. WHEELER. * * * it is not a question of helping the railroads; and I think 
it ought to be clear that the bill is not introduced primarily with the idea that 
it will help the railroads. The statement has been made repeatedly that the 
object of the bill is to help the railroads. The object of the bill is to help the 
railroads insofar as we can correct some undesirable practices and speed up the 
work of the Interstate Commerce Commission. The bill seeks to give equalits 
to the railroads in the same respect in which we give equality to everybody else. 
Tay not think the Senator from North Carolina, who is noted for his fairness, can 


2 Report No. 1217, House of Representatives, Transportation Act of 1939, 76th Cong.., 
Ist sess., at p. 8. 
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say to the American people that we want the railroads in a straitjacket with 
reference to their rates, but that the water carriers, their competitors, should be 
free. If the Senator takes that position, then I say there is only one thing we 
ought to do. If we are not to regulate the water carriers, if we are to let them 
resort to any practice they wish to follow, including rebates and everything else, 
then let us say to the railroads of the country, ‘““‘We will repeal the law regarding 
the regulation of your rates.” Let us turn them loose; let us go back to the law 
of the jungle and let the best man win. Who would suffer in the long run? Jt 
would be the shippers of the country, the farmers, and the miners, about whom 
the Senator is now speaking” (84 Congressional Record 6135). 

In introducing the bill to the House, Congressman Wolverton, one of the bill's 
managers, declared : 

“The one and only thought that dominated the committee was to formulate 
legislation that would be helpful to all forms of transportation and in the publie 
interest. * * * Nothing could more clearly set forth the fundamental purpose of 
this legislation and the desire to preserve the inherent advantages of every form 
of transportation than the declaration of this committee in the bill as to what 
should be our national policy in this important matter. Permit me to read from 
the bill. [Congressman Wolverton here read the declaration of policy.] 

“That declaration of policy is the foundation upon which this bill has been 
drawn. In no particular does any provision of this bill deviate from it in the 
slightest degree. Each provision and all of them taken together do nothing 
other than make that declaration effective as a national policy. With the admin- 
istration of the act in accordance with the spirit and intent of the act no unfair 
or unjust advantage can be gained by one means of transportation over another” 
(84 Congressional Record 9769). 

Finally, the conference committee agreed to a bill in the form in which it wag 
enacted. And in reporting it, the committee said (S6 CONGRESSIONAL ReEcorp 
10172): 

“The conferees are unanimously in harmony in the viewpoint that the inherent 
advantages of each type of carrier should be preserved for the benefit of the 
Nation. Legitimate regulation must look to the protection of the economie ad- 
vantege of each type of carrier against destructive competition of the other. No 
-arriers should be required to charge unreasonable rates for the benefit or pur- 
pose of compelling diversion of traffic to a competitor.” [Emphasis ours.] 

Thus did the Congress make transparently clear its intention that railroad 
rates should reflect railroad operating conditions—just as motor and water car- 
rier rates should reflect their respective operating conditions. At no point in 
the long legislative history, which resulted in the Transportation Act of 1940, 
with its declaration of a national transportation policy, was there the slightest 
indication that, for the protection of a competing form of transporta- 
tion, another form would be denied the right to establish reasonably 
compensatory and nondiscriminatory rates and thus, in effect, be forced to hold 
u rate umbrella. According to the Congress, the public was just as much entitled 
to competitive railroad rates as to competitive motor and water carrier rates. 

At first, this congressional intent was apparent in decisions of the Interstate 
Commerce Commission. 

An early and authoritative decision was Seatrain Lines, Inc. v. Akron, C. & Y. 
Ry., (243 1. C. C. 199 (1940)). There, break-bulk water carriers, as well as cer- 
tain all-rail routes, sought to prevent a lower level of rates on the part of Sea: 
train on the ground that, with its superior service, Seatrain would take all of the 

business. 

The Commission, however, allowed the lower Seatrain rates. It pointed out 
that the opposition care from “fear that their own interests [those of the 
protesting water and rail carriers] may suffer through a diversion of traffic 
from competing carriers to Seatrain in the event the latter secures the basis 
of rates it here seeks,” and it emphasized that higher rates “would * * * require 
Seatrain to charge somewhat more than the traffic will bear.” (248 I. C. C. 
at pp. 211-212.) A further reason for upholding lower Seatrain rates was the 
fact that, in 1940, the ratemaking rules of the Interstate Commerce Act had 
been modified 

“* * * so as to require us, in the exercise of our authority to prescribe just 
and reasonable rates, to give due consideration, among other factors, to the 

effect of rates upon the movement of traffic by the carrier or carriers for which 
the rates are prescribed” (243 1, C. C. at p. 214). 





ws 
Ss 


— a ow SS * Te beet 


in a ae 


with 
ld be 
i= we 
them 
else, 
rding 
> law 
? It 
vhom 


bill’s 


ulate 
ublie 
se of 
form 
what 
from 


been 
1 the 
thing 
|min- 
nfair 
ther” 


. Was 
‘CORD 


rent 
' the 
p ad- 

No 
pur- 


road 

car- 
it in 
1940, 
itest 
rta- 
ably 
hold 
itled 
1S, 


tate 


é Y, 
cer- 
Sea: 

the 


out 
the 
nffic 
asis 
1ire 
Me | 
the 
had 


just 
the 
ich 


RAILROAD PROBLEMS 397 


The modification which, as we have seen, consisted of the insertion of the 
italicized phrase into each of the ratemaking rules, was regarded by the Commis- 
sion “as of particular interest,” and it held that its “‘meaning, supported also 
by the legislative history, seems to be that no carrier should be required to 
maintain rates which would be unreasonable, judge by other standards, for 
the purpose of protecting the traffic of a competitor” (243 I. C. C. at p. 214). 

Later, after World War II, the Commission incorporated the same finding in 
its decision in the Automobile Case (259 I. C. C. 475 (1945)), and held (at p. 
538) : 

“As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be 
determined by us in each case according to the facts and circumstances attend- 
ing the movement of the traffic by that agency. In other words, there appears 
no warrant for believing that rail rates, for example, should be held up to 
a particular level to preserve a motor-rate structure, or vice versa.” 

This decision is of more than usual importance because the Commission there 
recognized “occasional deviations” in past proceedings and undertook to speak 
authoritatively as to “our views respecting the policy of the law subsequent to 
the Transportation Act of 1940” (259 I. C. C. at p. 587). 

The same rule has been applied to water carrier transportation. In the 
Mechling case” the Commission had approved a somewhat higher level of rail 
rates to apply to the further movement of grain which arrived at Chicago by 
barge than on grain which arrived at the same point by either rail or lake vessel, 
and in doing so, the Commission was influenced in part by the effect of the ex- 
barge rates on the grain rate structure as a whole, including the all-rail rates. 


‘The Commission sought, in short, a rate level on the ex-barge traffic which would 


give it a “fair opportunity to move in competition with lake-rail and all-rail 
traffic.’ ** But the Supreme Court reversed and, pointing to the same provisions 
of the Transportation Act of 1940 as involved in the congressional debates above 
referred to, held that they “flatly forbid the Commission to approve barge rates 
or barge-rail rates which do not preserve intact the inherent advantages of 
cheaper water transportation but discriminate against water carriers and the 
goods they transport * * *. It is therefore not within the province of the 
Commission to adjust rates, either to equalize the transportation cost of barge 
shippers who do not have access to barge service or to protect the traffic of rail- 


roads from barge competition. For Congress left the Commission no discre- 


tionary power to approve any type of rates which would reduce the “inherent 
advantages” of barge transportation in whole or in part” (330 U. S. at pp. 577, 


‘679). 


CONCLUSION 


In the light of the congressional history surrounding the Transportation Act 


of 1940 (as well as the earlier Motor Carrier Act of 1935), the conclusion is 


inescapable that the principle of the Automobile case, as announced by the 
Commission in 1945, is sound and in complete accord with the intent of the 
Congress. 

However, in the intervening years, this 1945 decision of the ICC—a decision 
which it employed to set straight “occasional deviations” on its part in the past 
and to speak authoritatively as to “our views respecting the policy of the law 
subsequent to the Transportation Act of 1940°’—has largely been lost sight of. 
During the 12 years of ICC decisions which have followed, the Automobile case 
(except for technical reasons) has been cited but three times, and then the 
citations have not been squarely to the basic principle set forth above (and 
quoted at p. 12 of the report of the Senate Subcommittee on Surface Transporta- 
tion). On the contrary, the “deviations” which the Commission undertook to 
resolve in the Automobile case have continued, and there is today great con- 
fusion as to what the rules are when it comes to the making of rates to meet 
the competition of another mode. 

The time is long overdue for the ICC to be put back on the track intended 
by the Congress in the Transportation Act of 1940—an intention which the 
Commission itself recognized in the Automobile and other cases. The specific 
amendment (in the form of a new par. (3) to see. 15 (a)) as suggested by 
the Senate subcommittee to accomplish this purpose would seem altogether 


13 Interstate Commerce Commission v. Mechling, 330 U. S. 567. 
“4 Grain Proportionals, ha Barge to Official Territory, 262 I. C. C. 7. 
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appropriate. Certainly its prompt enactmént is desirable in the interest of basic 
fairness to the railroads and also in the larger interest of national transporta- 
tion system, with each form doing that part of the overall job for which it ig 
fitted and for which it has the best economic qualifications, 

Mr. Roserts. Mr. Langdon, the Chair would like to say that, as 
always, you have made a very fine contribution to the work of the 
committee. 

Since you come from the native city of our able and distinguished 
colleague, the gentleman from Maryland, I am going to ask the com- 
mittee to induige me in recognizing him at this time. 

Mr. Friepev. Thank you, Mr. Chairman. 

I would like to ask just a few questions, Mr. Langdon. 

You gave a hypothetical example where, if you wanted to make a 
rate of 40 cents, and the waterways had a 50-cent rate, the 40-cent rate 
would not be allowed. 

Supposing you wanted to make it os cents, would it then be allowed? 

Mr. Lanepon. In the ordinary case; no, sir. I said there have 
been two exceptions I know of in the last 15 years where, for special 
circumstances, we have been able to make a rate that was exactly 
equal to the cost to the shipper of using the water service, but only 
two exceptions. 

In the ordinary case we will be required to hold a differential over 
the cost to the shipper of using a water service. 

Mr. Friepe.. You speak of compensatory rates and where you can 
make a profit you want to lower the rates. How about when you 
want to raise the rates, what do you do; go to the ICC? 

Mr. Lanepon. Yes, sir. 

First, let me say that this amendment we are sponsoring would in 
no way affect the Commission’s continued jurisdiction over increased 

rates. If we want to increase our rates, we file them on 30 days’ notice 
with the Interstate Commerce Commission, and in the ordinary case 
they will be suspended and the Commission will then investigate the 
propriety of that. increase. 

Of course, the trucks will come in and support us and, the shippers 
will come in ordinarily and oppose us. 

Mr. Friepen. Do the railroads get the increase in rates when they 
apply for it? 

Mr. Lanepon. Yes. I think the Commission largely has given them, 
There has been a substantial Jag, however, between the time when our 
costs have increased and our rates have increased in order to pay for 
the increased operating expenses. 

That lag, however, is now being reduced and I think the Commis- 
sion has done, in the last 2 or 8 years particularly, a much better job in 
that respect than was true when the war was first over and we were 
first hit by this inflation. 

We do not ordinarily, sir, increase individual rates, particularly in 
view of the competitive situation. 

Searching my mind at the moment, I cannot think of a case where 
we have sought to increase an individual rate. 

Ordinarily, our increases, since the war, have been in the form of so- 
called general revenue cases where we have undertaken to raise the 
entire rate level to offset increased expenses. They invariably have 
been suspended and investigated. and I would say allowed generally, 
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but there have been some exceptions, some important exceptions, and 
there was that lag, particularly in the early days. 

Mr. Friepev. Does the Commission take into consideration that 
when the shipper ships by truck, the goods or commodities are 
delivered right to his warehouse or right to his door? The shipper 
gets better service that way. The railroads cannot give that service, 

ut charge a little more or a little less. 

Mr. Lanepvon. Yes, sir; I think they do take that into account as a 
part of this balancing act. The inability of the railroad in certain 
eases to make store door delivery, or at least perhaps match the truck 
in that respect, is known as a rail disability. 

Tt would enter into an effort on the part of the Commission to bal- 
ance the rates in such a way as to give each a competitive opportunity. 

That is the very thing, of course, that we complain about because 
we think that we, ourselves, ought to be able to make rates that are 
compensatory to us and nondiscriminatory among the shippers, and 
that we should not be under the further obligation to line up our rates 
with the cost to the shipper of using the truck service. 

Mr. Friepext. Thank you very much for your very informative 
statement. 

Mr. Roserts. The gentleman from New Jersey. 

Mr. Wotverton. I have no questions at this time, Mr. Chairman. 
Imay have before the witness leaves. 

Mr. Roserts. Mr. Flynt, the gentleman from Georgia. 

Mr. Fiynvr. Not right now; thank you, Mr. Chairman. 

Mr. Rozerts. The gentleman from Maine. 

Mr. Hate. I do not think I have any questions, Mr. Langdon. 
Your whole discussion of the so-called intermodal competition, I 
think, is extremely interesting, and the documentation, particularly 
from the former reports of House and Senate committees, is very 
enlightening to me. 

Mr. Roserts. The gentleman from California. 

Mr. Youncer. Mr. Langdon, if I gathered correctly from your re- 
marks, you went to considerable length to outline the policy of Con- 
gress over a period of years in regard to ratemaking, and ratemakin 
for each of the individual modes of transportation; also the act itself. 

Yet you say the ICC has not followed that policy. 

What makes you think that the ICC would change its policy by this 
new amendment which is proposed ? 

Mr. Lanapon. I think, sir, it would emphasize again the intent of 
Congress that the rates of each mode should be based on the conditions 
and facts and circumstances attending that mode and that the Com- 
mission would then regard that intent as being in effect reemphasized 
in 1958. We should then expect to have a series of decisions like the 
automobile case wherein after 1940 they did recognize and apply, as 
we see it, the intent of Congress. 

That Automobile case, sir, is a very interesting thing if I may just 
expand on my answer one moment. 

In that Automobile case, it involved the rates on new automobiles 
from Detroit and other Michigan manufacturing plants, and there was 
avery sharp competitive struggle between the motor carriers, on the 
one hand, and the rails, on the other. 
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In announcing the principle that it did, the Commission itself 
recognized that it had deviated from that principle in the past. 

Moveover, they undertook to say what they understood to be the 
policy of the law, of the Transport: ition Act of 1940, and to give 
effect to the intent of Congress in passing the Transportation Act of 
1940, and I think they did, sir. 

That case, sir, despite the hundreds of competitive rate cases we 
have had since, has been cited only four times since, and then not 
squarely on this particular principle. 

As I see it, they have largely forgotten about it. 

If Congress now comes ‘back and says in effect that we meant what 
we said in 1940, I think the Commission will pay attention to it. 

Mr. Youncer. You really think they will ? 

Mr. Laneapon. Yes, sir; I do. 

Mr. Youncer. Despite the whole back history that you cite / 

Mr. Lanepon. It is a congressional history, sir, which is completely 
consistent with the rule of the Automobile case, and I think that if 
the rule of that case in effect is incorporated into the statute, that, yes, 
I think they will pay attention to it. 

Mr. Friepet. Will the gentleman yield? I want to make one state- 
ment. 

On page 11 you quote Mr. Wheeler 

I say to the Senator, as I said a moment ago, when this legislation is enacted it 
will be found to be beneficial because we are stating that it is the policy of the 
Congress of the United States that the Interstate Commerce Commission shall 
treat each and every one of these forms of transportation upon an equal basis; 
and no language could be written into law that more clearly directs that that 
should be done than we have done in the Interstate Commerce Committee. 

I do not know of any clearer statement than that, and yet you state 
the ICC has paid no attention to it. 

What would happen if we did pass legislation spelling out the intent 
of Congress ¢ 

Mr. Lanepon. | think it will be altogether appropriate if you did, 
and we will take our chances. There may be some misunderstanding. 
I have enormous respect for the Interstate Commerce Commission, and 
I don’t want anything to be inferred to the contrary. 

I think there has been a very basic misunderstanding about this. 
I have no doubt that what they have been doing they have thought was 
probably in the best interest of a national transportation police: vy, but 
to our way of thinking it is not in the interest of a national trans- 
portation policy and it 1s particularly unfair to the railroads. 

Mr. YounGeEr. You say you do not wish any of your remarks to be 
held as against the attitude of the Interstate Commerce Commission. 
Yet you cite example after ex: unple where they have deviated from 
what you say is the policy of the Congress. 

Mr. Lanepon. I think they are just. as wrong as they can be on this 
particular question, sir. 

Mr. Youncer. When I say somebody is just as wrong as they can 
be, I do not say that with any intent of complimenting them. 

Mr Lanepon. Well, the Supreme Court can be wrong. 

Mr. Youncer. No; the Supreme Court cannot be Ww rong because 
there is nobody else above them to say that they are wrong. 
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There is somebody above the Interstate Commerce Commission 
that can say they are wrong. 

Mr. Lanepon. Sir, I wanted to distinguish between a very able 
administrative agency for which I think we all have great respect, on 
the one hand, and the mi: aking of a very serious error, we think, in 
regard to the administration ‘of a particular policy by that agency. 

I think there is a sharp distinction there, and I would like to make 
that. 

Mr. Youncer. You believe in the national transportation policy as 
jaid down in the act; do you not ? 

Mr. Lanepon. Absolutely ; yes, sir. 

Mr. Youncer. You believe in protecting the inherent advantages 
of each mode of transportation ¢ 

Mr. Lanepon. That is what we undertake to have done in the case 
of the railroads, sir. 

Mr. Youncer. Then if we should pass a law that would merely say 
that no rate can be approved by the ICC that is not fully compensatory, 
nondiscriminatory, and that each competing mode may have their 
day in court to protest if they want to, why can you not reach your 
objective by such a law ? 

{r. Lanepon. I think you can, sir, provided it is understood what 
ismeant by fully compensatory. 

I don’t want that term confused with fully distributed cost. But 
with that qualification, sir, and on the basis of that understanding, I 
think you could reach the objective. 

Mr. Youncer. All right, now, everyone of the various modes that 
have been in here have agreed to that principle. But when you deviate 
from that principle, as you propose here in your amendment, to say 
that the ICC shall not take into consideration the competing modes 
of transportation, then you get into difficulty; you get a lot of oppo- 
sition. 

Now, why can we not agree on just exactly what you say and leave 
it up to the ICC as to what constitutes fully compensatory rates, On, 
if you want to word it as you word it here, a fully distributed rate? 

We have to rely on the ICC, as I see it, for some interpretation. We 
cannot write a law that will not permit the ICC to make some inter- 
pretation; it is not possible, just the same as you say they have mis- 
interpreted the present law. 

Now, if we write a law this Commission or the next Commission may 
very properly, as you would see it, or as I would see it, misinterpret. 
That error is always going to creep in as long as we are dealing with 
human beings. 

What we are trying to do is get something in the law that is agreeable 
to all three modes of tr: insportation, and the only prine iple so far 
that I have seen in these hearings is that you are all agreed on that 
one principle of transportation. 

Mr. Lanapon. Mr. Congressman, I do not believe the other forms 
of transportation would agree on that. 

Mr. Youncer. Their representatives have so stated in the hearings. 

Mr. Lanapon. With all due deference, sir, I think that they have 
agreed to the use of fully distributed cost perhaps, but I have never 
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heard them agree, and I have listened to them, that we should haye 
in meeting their competition the right to make reasonably compensa. 
tory rates. 

If they will agree to that—— 

Mr. Younaer. I did not say reasonably ; I said fully. 

Mr. Lanepon. Fully compensatory, if by fully, sir, you mean a rate 
which will maximize our net revenues, I doubt if they would agree to 
that, sir. 

Mr. Youncer. I do not see why, because you show here that the 
higher rate, the $4 rate, makes a better total contribution to your net 
than the $3 rate. 

Now, I do not see why a competing mode should protest to you if you 
want to put in a $4 rate instead of a $3 rate. 

Mr. Lanepon. Yes, you see, but the rate we really would want under 
those circumstances is the $314 rate because that makes the best con- 
tribution of all. 

Mr. Youncrr. Why would they protest the $314 rate which you 
would want to put in if a $3 rate was fully compensatory or repre- 
sented costs. 

Mr. Lanapon. If the trucks and the water carriers would allow us, 
on this example, to establish a rate which I regard as fully compensa- 
tory, namely, the rate of $314, then there is no fight. It is all over. 
That is all we want to do in intermode competition, but T have not 
understood that they were willing to do that at all, and that is what 
this controversy is all about. 

Mr. Youncer. I have one other question. You mentioned the num- 
ber of carriers that have been protesting and the percentage of those 
protests which have led to suspension. 

Can you give us any figures as to the number of tariffs of the motor 
carriers which have been protested ? 

Mr. Lanepon. I cannot give you any official figures on that, sir, 
Our inquiry was limited to the railroad tariffs. Ido not think I have 
any Official figures on that. 

Mr. Youncer. Do you think you could get those and give them 
to the committee so that we could study those as well as the protests 
on the rail rates ? 

Mr. Lanepon. I will try, sir. 

Of course, our only source of information would be the Commission 
on that, and they do not keep their statistics on this subject in sucha 
way, at least I don’t think they do, they do not publish them in any 
event, in such a way as tocomply with your request. 

Whether or not they can be « ‘ompiled in that form over there at the 
Commission, [ shall have to inquire and see, sir. I assume they can 
be, but it is something I would have to go to the Commission to get the 
‘nswer on. 

[ might say, sir, if you do not mind my adding to my answer before 
about the distinction between fully distributed cost ‘and fully com- 
pensatory rates, I do not understand from what Mr. Pinkney said the 
other day that the trucks want their rates made on the basis of fully 
distributed cost. 

He recognized that certain types of traffic had to move at rates less 
than fully” distributed costs, and I think he understands perhaps in 
the case of railroads that that would be the same. 
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In any event, I do not know of any form of transportation that 
itself wants to make its rate based on fully distributed costs. I think 
they would love to see the railroad make rates based on fully distributed 
cost because it would be an artificial basis that would help them in 
their competition against the railroads and would mean that the rail- 
roads could not maximize their net revenues in a great many instances 
based on the volume of traffic. 

So they probably would like to see us subject to that test, but [ don’t 
think they want it themselves. 

Mr. Youneer. That is all, Mr. Chairman, 

Mr. Roserts. The gentleman from New Jersey. 

Mr. Wotverton. Mr. Langdon, I was not here in time to hear all of 
your statement. I have tried to familiarize myself with it. 

Do I understand that the general overall thought that you wish to 
express is that railroad rates could be, or would be lowered if para- 
graph 3 in section 5 on page 7 of the Smathers bill was adopted 4 

Mr. Lanepon. Sir, what we really are objecting to is a test that the 
Commission applies in reviewing our competitive reductions, the test 
of a proper balance with the rates for the competing mode. If that 
test is eliminated, then I think it will be possible for the railroads to 
make more competitive rates in circumstances where they will serve 
the end of increased net revenues. 

In other words, if we can get rid of that test, of having a proper 
balance with the rates of a competing mode, I think that it will en- 
courage the making of more competitive rates. 

Mr. Worverron. I have in mind that frequently there have been 
increased rates granted to the railroads on their application. Now, 
would that be to build up a competitive system, or would that be a 
necessity because of lack of revenue? 

Mr. Lanepon. Yes, sir; I think to the extent that we are allowed 
to spread our increased expenses over more and more competitive 
trafic, to that same extent our revenue needs from the traffic which 
is remaining on the rails will be reduced. 

So that the long-range effect, it seems to me, would be to hold down 
the efforts that otherwise we are going to have to continue to make to 
get increased revenue from this diminishing aggregate of traffic that 
remains on the rails. 

If, instead of getting increased revenues from this constantly di- 
minishing aggregate of traffic on the rails, we can spread our revenue 
needs over competitive traffic and have an easier time in getting these 
competitive rates in, then to that same extent our rate increases will 
be held down in the future. 

Mr. Wotverton. Is it your idea, then, that the adoption of this 
proposed amendment in the Smathers bill would have the tendency to 
increase the traffic on the railroads? 

Mr. Lanepon. Yes, I think it would help us immeasurably. I do 
not mean by that to infer that we could perhaps do anything more 
than to stabilize the present competitive situation because there are 
enormous quantities of freight on the highway that are always going 
to be there. 

There are enormous quantities of freight that are moving on the 
waterways that are always going to be there. But I think that we 
probably could stabilize our present competitive situation. 
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Mr. Lanepon. You will see, Congressman Wolverton, that that top 
jine represents the total ton-miles for the country as a whole since 
1947 up to and including 1956, and that trend bey yond is made by the 
method of least squares and extends to 1967 asa projection of the total 
traffic trend in the country. 

Now, this top trend line is everything that is moving—rail, water, 
air, and on the highway, pipeline—ev erything that is mov ing in the 
way of freight traflic. 

You will notice, if the trend that has existed and been in effect since 
the w ar continues, that in 1957 the total ton-miles for the country will 
be 125.7 percent of those in 1956. 

You drop down to the middle of the page and you will see what a 
sorry situation the railroad picture is. 

There, despite this increasing trend of total ton-miles in the country 
as a Whole, we have not been holding our own. Not only have we not 
been holding our own, but we have been actually slipping in the mag- 
nitude of our ton-miles. 

And if our present trend continues for the next 10 years we will 
be down in 1967 to 93.3 percent of our actual ton-miles in 1956. 

The last trend line is the relation of rail to the total and you will 

see how much we have been slipping. And if that same slippage 
continues for the next 10 years, we will be down to 35.9 percent of the 
total ton-miles in 1967. 

Now, the point at which it becomes impossible to maintain the rail- 
road transportation system because of this falloff in proportionate 
business, of course, I don’t know. It may come 2 or 3 years from now 

unless these trends are at least arrested and, if possible, reversed. 

We cannot stand this trend, with mounting expenses all the time. 

Obviously we cannot stand this falloff and unless this situation is 
reversed, or at least arrested, and we are permitted to continue to go 
with the country as a whole, the end of private ownership is just. a 
matter of time. 

Mr. Worverton, Mr. Langdon, this chart which you have given is 
significant, particularly if the trends would continue in the same di- 
rection as they have been over the period of years that has already 
occurred, 

What I would like to know from you is whether that trend down- 
ward, which is in the last part of your testimony, whether that is due, 
in your opinion, to rail rates being too high or is it due to the fact 
that other modes of transportation, trucks particularly, have provided 
a service more in accord with what the shippers wanted. 

Mr. Lanepon. I think both of them have been potent influences, 
sir, particularly the latter. I think they have taken traffic that we 
will never see again, no matter how much freedom we have to make 
rates and I think the same is true of the water carriers. 

But I do feel, sir, that if we can have the right, unquestioned right, 
to make our rates based on our conditions, that at least it can never be 
said that if the railroads do drop off and private ownership comes to 
an end, that they did not have a fair chance. 

As it is now, this result may occur and the argument may well be 
that in effect the railroads had to tie their rates or, at least, have re- 
gard to the rates of the other competing forms of transportation and 
were not able to exploit or assert their inherent advantage in their 
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ratemaking and they really never had a fair shake. At least that 
point of view could be argued. 

All we can ask, sir, as I see it, is the right to make rates based on 
our conditions. Then if we survive, fine. 

If we don’t, at least it will be something that is just inevitable and 
the railroad service will have renee obsolete. 

Mr. Woxverron. The reason I asked this question is because it 
would seem from your testimony that you would rather take the view- 
point that rates would cure the whole situation. It is for that reason 
I asked whether if this provision were adopted and it is applied in 
the way you would like it to be, would the rates of the railroads go 
up, or would they come down. 

In other words, I am trying to find out how the application of that 
particular section which you have referred to in that statement would 
help the situation with respect to the railroads, just how would it 
operate in your opinion or could operate to be helpful to you? 

Mr. Lanepon. Well, sir, first I want to say that this ratemaking 
provision, while important, is yt no means the 100-percent answer to 
the railroad problem. There are a lot of other problems as you are 
well aware. But it is one of the : answers we think and, by answers, I 
mean this: 

I think that if we have the unquestioned right to assert our in- 
herent competitive advantage of lower costs in those situations where 
it exists—it does not exist all over, but it does exist in certain situa- 
tions—we then can improve our competitive situation and I think the 
tendency then will be for the railroads to make relatively lower rates. 

If they have the right to do it and if they can improve their com- 
petitive position by doing so, I think the tendency will be in that 
direction, but again, sir, it is just one of the troubles that we have in 
our industry. But it is a very important trouble and we feel, as I 
said before, I don’t want to keep repeating myself, that we should 
have the unquestioned right to use our inherent advantage of lower 
costs wherever it exists and to the extent of trying to make rates 
based on our conditions, to our net revenue advantage. 

Mr. Wotverton. Well, if you have in mind that the railroads can 
increase their traflic by a readjustment of their rates, would that not 
necessarily require that they reduce rates and how do you justify that 
in view of the fact that the railroads over so long a period have been 
asking for increased rates? 

Mr. Langpon. You would reduce, sir, only in those situations where 
you could increase your net revenues by the reduction, in other words, 
by attracting traffic that. otherwise you would not have. 

You ‘an get a contribution to your net revenues that otherwise you 
would not have. If you are a smart businessman, of course, you only 
would reduce your rate in the circumstances where, because of the 
business that was attracted by that reduced rate, your net revenues 
were increased, the alternative being to forego the traffic and the in- 
crease to your net revenues. 

Mr. Wotverton. Now, you have drawn a distinction between the 
attitude of the ICC as it originally was expressed and what it more 
recently has taken as a basis for its ratemaking. 

Is it your position that in the matter of the transportation policy 
as originally adopted in this act that if what you considered to have 
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been the intent of Congress was carried out there would not be any 
necessity for this particular legislation ? 

Mr. Lanepon. That is right, sir. 

Mr. Wotverron. You said you have made a study of those decisions 
of the Interstate Commerce Commission over a period of years, I as- 
sume, since the act of 1940 was passed, and you have referred to 
statements that have been made at the time that bill was introduced, 
at the time it was debated and in the conference report, to justify 
what you consider to be the proper interpretation of that clause; is 
that right? 

Mr. Lanapon. Yes, sir. 

Mr. Wotverton. Now, with that reading of the decisions that you 
have made could you say when the ICC changed its attitude and began 
to go in a different direction than what you had assumed was in- 
tended by Congress ? 

When I say what you assume to have been the intent of Congress, I 
have been here long enough and I have been in other legislative bodies 
before I came here, and that question of the intent of Congress or 
intent of a legislature is a very interesting one to me. 

That is one of the reasons that this so-called Oversight Committee 
was adopted by resolution last year to provide a study, to be made to 
ascertain how far the several regulatory commissions were c¢ arrying 
out what was supposed to be the origin: ul intent of Congress and how 
it is now construed as the intent of Congress. 

I have been perfectly astounded at times when legislation has come 
before this committee, with reference to regulatory ‘bodies over which 
we have legislative jurisdiction, to find that so often there has been 
an administration of the act by a regulatory commission on the basis 
that they were interpreting the will of Congress. 

Well, if they had interpreted the will of Congress in some instances, 
then I never knew what the intent of Congress was when we passed 
the act originally. 

It would seem to me this particular situation that you are pointing 
out, where you feel that the original intent of Congress has not been 
carried out by the ICC in these ‘latter years, that is an excellent illus- 
tration, if you are correct, in their interpretation of the present act as 
showing that the present regulatory bodies have had the intention of 
making up their own minds as to what they think the intent of Con- 
gress was. 

If their interpretation of this particular matter is what you have 
said, at one time one way, and another time another way, certainly both 
cannot be right with respect to what is the intent of Congress. 

Congress does some funny things at times, I admit, but I have not 
quite understood how they could have had one intent that would guide 
aregulatory body when the act was originally passed and which the 
commission carried out, according to your study, and then subse- 
quently adopted a different interpret: ation which does not in your 
opinion carry out what was the intent of Congress. 

I don’t know whether we can ever get any where by adoption of lan- 
guage to do what Congress intended they do. 

It would seem to me . just as easy to violate the thought expressed in 
this amendment suggested in the Smathers bill as it was to get aw ay 
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from the original intent expressed by Congress in the Transportatioy 
Act. 

That language in the Transportation Act was written into that bil} 
after the most careful study and consideration. 

T am inclined to believe that your interpretation of it is the correet 
one and that the Interstate Commerce Commission was correct when 
it first interpreted it along the lines you have indicated and before jt 
got off ona byroad so to speak. 

I am just wondering how many times we will have to pass legislation 
to put the ICC back on the track or any other regulatory body back 
on the track again and still tell them what Congress intended. 

Between these regulatory commissions determining for Congress 
what we intended, reading our minds, so to speak, and the Supreme 
Court doing the same thing, I tell you I get more confused the longer 
we go on to know whether ( ‘ongress has any intent. 

Sometimes I realize that Members pass it without knowing what the 
intent is, but I think that can be readily understood when we find so 
many different interpretations of intent. 

Now, what I am de finitely interested in is making certain that that 
original intent of Congress as it appeared in the 1940 act, is carried 
out and it seems to me ‘th: at. this point you have been making could be 
very properly made to this so-called Oversight Committee if they ever 
get ‘through talking about FCC administration and get down to the 
point of studyi ing some other regulatory bodies, it would seem to me 
that this is one of the things that “should be brought to the attention of 
that committee very appropriately because of this differentiation be- 
tween the intent in 1940 and thereafter and what it is at the present 
time. 

Has that change in the ICC come about, in your opinion, because 
of difference of personnel ? 

Mr. Lanepon. No, I do not. think so, sir. I think in fairness I 
should say this: 

The Transportation Act with its policy was passed in 1940. There 
followed the war, during which, of course, there was very little ac- 
tivity in this field, and the Automobile decision (the decision that we 
think correctly interpreted and applied the intent of Congress in 
the Transportation Act of 1940) came in 1945. 

From 1945 on there have been decisions on this question both ways. 

I think that some of them, while not citing the Automobile case, 
have tended to uphold the principle of the Automobile case. 

Others, however, have in our Judgment represented a very sharp 
departure from the principle in that case. They came with increasing 
frequency starting about 1950 through to 1955, maybe 1956. 

Now, I think, while the subject of competitive ratemaking is not 
as lively before the Commission at the moment as it has been, I think 
there is a little drift back to the Automobile case doctrine. 

There is no clear standard or set of standards by which the Com- 
mission judges these competitive rates that are proposed by one mode. 

Yes, they have to be compensatory. Yes, they have to be nondis- 
erimins tory. 

But then in most of the cases the Commission has what we regard as 
this objectionable third test of how do the rail rates match up with 
the cost to the shipper of using the other services and do they prop- 
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erly represent a difference that is going to leave them in equal com- 
etitive standing. 

That is the test that we object to and it is applied in a great many 
cases. Not in all cases, but in a great many cases. 

The situation is terribly confused at the moment. I think that isa 
fair comment to make. And it is that confusion that we think would 
be resolved by a reenactment—lI say reenactment, you don’t do that— 
by a restatement of the congressional intent that will make live again 
the doctrine of the Automobile case. 

Mr. Wotverron. I suppose Congress could pass an act saying we 
meant the same thing as we meant in 1940. Then the question would 
come up again what did you mean in 1940 and that is where this dif- 
ference of opinion comes about. 

Was it an abrupt change, or gradual change / 

Mr. Lanapon. A gradual change, and then once in a while there 
would be a reversion. 

Mr. Wotverton. How do you account for that? 

Mr. Lanepon. I don’t know, sir. 1 suppose there are a lot of exam- 
iners writing reports. It is a terribly busy commission and argu- 
ments are made in these cases that are not perhaps fully developed 
and Mr. Freas has said 

Mr. Wotvertron. It seems to me, Mr. Langdon, that there is some 
merit in the point which you have made, that if each mode of trans- 
portation is permitted to have rates not below a compensatory figure 
so that. competition can really exist, I think you are then preserving 
the rights, the inherent rights of each. 

We are used to it in everything else. We are used to it in the every- 
day commercial activities of life, grocery stores here, grocery stores 
there; they are in competition with one another all the time. 

They get business or not according to whether or not their com- 
petition is right. I can see there may be a difference when it comes 
to a necessity for regulation as there is for railroads, trucks, and so 
forth. 

But when you give each the right to charge what rate they please 
provided it is compensatory, it seems to me then you are getting real 
competition when you do that. 

Mr. Lanapon. That is our feeling, sir. 

Mr. Wotvertron. That is what the purpose of this is, is it not? 

Mr. Lanepon. Yes, sir; plus the added protection for the public 
against discrimination, of course. 

Mr. Wotverron. And the other thought is that it shall not be dis- 
criminatory ¢ 

Mr. Lanapon. Yes, sir. 

Mr. Worverton. In other words, you are not taking anything away 
from the rights of the trucks or taking it away from air or anything 
else; they still have their right to make their charges as they see fit 
and the railroads to have the same which they do not have at the 
present time. 

Mr. Lanepon. That is right. 

Mr. Wotverton. Maybe I am asking too much, but as you have 
made a study of this question, all these decisions by the Interstate 
Commerce Commission, differentiating at times, I wish it would have 
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heen possible for us to have something presented to us that will just 
show how that has come about and what the effect has been. 

You have mentioned two cases here that you dwelled on more than 
any others. Now, are there other cases that will compare with the 
Automobile case and the other case which you referred to ? 

Mr. Lanepon. Yes, sir; there are a couple of recent cases where, 
while they don’t cite the Automobile case, the principle in effect hag 
been upheld. There are other cases, however, that have been decided 
in the past, well, since 1950, which we think are contrary. 

Mr. Wotverton. It may be asking too much, and I will not press it 
if it is, but if you can make and present to the committee a summary 
study of those decisions that we could catch on to this trend you spell 
of, it would be very helpful. 

Mr. Lanapon. Yes, sir; I will see that is done, sir. 

Mr. Worverton. If that entails too much—— 

Mr. Lancpon. No; we have it already, sir, and we will be glad to 
submit them. 

Mr. Worverton. That is all, Mr. Chairman. 

Mr. Roserrs. The gentleman from Georgia. 

Mr. Fiynr. No questions. 

Mr. Roserrs. Mr. Langdon, I have no questions. Thank you very 
much. 

Mr. Lanepon. Thank you, Mr. Chairman. 

Mr. Rorertrs. Our next witness is Mr. Gregory Prince, American 
Association of Railroads vice president and general counsel, who has, 
[ understand, a short statement. 


STATEMENT OF GREGORY S. PRINCE, VICE PRESIDENT AND GEN. 
ERAL COUNSEL, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Prince. Mr. Chairman and gentlemen of the committee, I am 
a sort of unscheduled witness and I appreciate the chairman’s willing- 
ness to hear me for just a few minutes, 

The necessity for this is something which has occurred since the 
witnesses appeared here who dealt with the particular subject that I 
am going to refer to. 

You will recall that Mr. Loomis and Mr. Kaier, of the Pennsylvania 
Railroad, both referred to a decision of the Supreme Court of the 
United States that was handed down last Monday, May 19, in the 
so-called Utah case. 

The precise title of that case is Public Services Commission of Utah 
v. /’nited States. It had a bearing on the proposal that we were 
making to you gentlemen with regard to the subject of ICC jurisdic: 
tion over intrastate rates under section 13 of the Interstate Commerce 
Act. 

Mr. Loomis presented, attached to his statement, a recommendation 
for amendments to section 13 of the Interstate Commerce Act. 

Now, both Mr. Loomis and Mr. Kaier pointed out that they had 
not had time prior to their appearance here to evaluate the decision 
of the Supreme Court in the Utah case. Since the hearings recessed 
on Friday, we have been able to give some attention to that case and 
have reached the conclusion that the Supreme Court's decision in 
that case makes our proposal to you inadequate. 
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We feel that we need to recommend to you an additional amend- 
ment to section 13 because the Supreme Court in the Utah case has 
practically written section 13 out of the statute books. 

Here is another case, just what Mr. Wolverton was referring to 
a moment ago, in which we think the Supreme Court has changed the 
jaw as it had been interpreted almost without exception consistently 
for the last 38 years by the Interstate Commerce Commission. It 
relates to the question of what constitutes substantial evidence to 
show the discrimination against interstate commerce in the rates 
on intrastate commerce. 

Now, I do not want to labor the point or become too involved in 
this, but the Supreme Court’s majority decision is 7 pages, and the 
dissent is 35 pages. It was a 5-to-4 decision, and in that 35-page 
dissent the cases are reviewed and I think it is quite clear that the 
majority has gone astray and has set up what amounts to impossible 
burdens of proof for the railroads to prove a discrimination, an 
undue burden on interstate commerce by reason of an inadequate level 
of rates within the States on intrastate commerce. 

We suggest here a rule that has been in effect and has been carried 
out quite consistently for about 38 years as to what constituted sub- 
stantial evidence to prove two of the underlying findings by the Inter- 
state Commerce Commission, necessary to an ultimate finding that 
there is undue discrimination against the interstate commerce. 

This would make prima facie evidence the type of showing that 
is normally made in those cases. 

Now, the Supreme Court has said—they have listed in the Aung 
case five findings that the Interstate Commerce Commission normally 
must make in order to require a State to raise its level of intrastate 
rates. 

The first of those is “that existing intrastate rates were abnormally 
low and did not contribute a fair share of the railroads’ revenue 
needs.” 

The second is that “conditions that as to the movement of intrastate 
traffic were not more favorable than those existing in interstate com- 
merce.” 

Now, in the normal case what type of showing has been made to 
support those two findings‘ As to the first, to show that the rates 
were abnormally low in the State and did not contribute a fair share 
of the revenue needs, the showing has been made simply that the rates 
were on a lower basis than the interstate rates. 

After a general revenue case has been made and the Interstate Com- 
merce Commission has seen fit to raise the level of railroad rates to 
meet increased expenses, almost invariably they assume that all of the 
the States will permit a similar increase in the general level of rates. 

And the conditions requiring such a general revenue case and a 
general increase of the level are quite generally the same in the States, 
on intrastate commerce and on interstate commerce. 

So the mere showing of a failure to raise the level of intrastate 
rates to the level of interstate rates has been sufficient to cre>te a 
prima facie case, and if those opposing the increase come in and show 
that there are some particular or peculiar circumstances attending 
the movement of traffic by intrastate commerce that would justify a 
general level of rates lower than interstate, they could rebut that pre- 
sumption and then the railroads would not prevail. 
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But certainly to show that the two levels are different creates 
prima facie case. 

That is all we say in the first part of this. 

On the second finding, to show that the conditions incident to the 
movement of intrastate traffic are not more favorable than those in- 
cident to the movement of interstate traffic, the showing has generally 
been that the traffic moves in the same trains, and then if there had 
been any peculiar conditions attending the intrastate movement which 
would prove that it could be handled cheaper than the interstate 
traffic, the burden was on that party to make that showing. 

We feel that the Supreme Court has set up an almost impossible 
burden for us to meet and that we are fully justified in asking you 
to put in these two rules of evidence that will not do anything but 
create a prima facie case. 

The presumption created by this will be rebuttable, and if there is 
any justification for a lower level of rates in those situations for intra- 
state commerce, the facts can be presented. 

That is what the minority in this case says has been done for the 
last 38 years, and they think that this decision is in effect rendering 
ineffective your section 13 of the Interstate Commerce Act unless 
something of this kind is done. 

I know this is a very complicated subject and I hate to give it to 
you on such short notice and without an opportunity to prepare a 
formal statement on it. 

If there are any questions that I can answer that will tend to 
clarify it, I shall be happy to do so. 

Mr. Roserts. Mr. Prince, certainly I agree that it is complicated 
and I do not know that the Chair can ask an intelligent question about 
it, but, as I understand, these intrastate and interstate rates are set 
on a ton-mile basis at the present time or by commodities, or both. 

Mr. Prince. Railroad rates are not made strictly on a ton-mile 
basis. The process attending the adjustment of rates is a very com- 
plicated matter, and I am afraid I am no more competent to inform 
the Chairman on this subject than you said you were to ask questions. 

Mr. Roserts. Let us leave that for a moment then. 

Does this first part of the amendment primarily amount to a shift- 
ing of the burden of proof as it now exists? 

Mr. Prince. As it now exists, that is since last Monday, in a non- 
technical sense the answer to your question is “Yes.” In effect, it 
would substantially return it to the way it had been for the last 38 
years, since you first put in section 13. 

You know that the general revenue requirements of the railroad 
are just as great with respect to the movement of intrastate com- 
merce as interstate commerce. 

Also, when you have a general wage increase it applies to the 
employees moving both interstate commerce and intrastate com- 
merce, and is no way a segregated expense attributable solely to the 
movement of interstate commerce. 

When the cost of materials and supplies and fuel goes up, it affects 
the cost of moving intrastate commerce just as much as the cost of 
interstate commerce. 

So when you have one of these general revenue cases that necessi- 
tates an upward lift of the whole level of interstate rates in order 
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to meet those increased costs, it is almost a foregone conclusion that 

ou are going to have to do the same thing on the intrastate rates 
in order to make them carry a fair share of the overall transportation 
burden. Pp 

That is what section 13 gives the Interstate Commerce Commission 
the authority to bring about if the States try to get a free ride. 

If your level of intrastate rates creates a burden on interstate com- 
merce, then the Interstate Commerce Commisssion can order those 
intrastate rates raised. When your whole level of interstate rates 
goes up and your intrastate rates do not go up, there is certainly a 
presumption that these lower intrastate rates are creating a burden. 
on interstate commerce. 

So we think it is entirely fair. If someone says in a particular casé 
that it does not, the burden should be on him to prove that it does not, 
because commonsense makes it appear that they should be on the same 
general level. 

Mr. Roserts. Would it be possible for you to be here this after- 
noon ? 

Mr. Prince. Yes, sir. 

Mr. Roserts. I think this is a matter that the committee would be 
very much interested in. It is a subject of such technical and com- 
plicated nature I think I would like you to come back this afternoon. 

Mr. Prince. Yes, sir. 

Mr. Rozerts. The committee will recess now and resume its sitting 
at 2 o’clock this afternoon. 

Thank you. 

Mr. Prince. Thank you, sir. 

(Thereupon, at 12:10 p. m., the subcommittee was recessed, to 
reconvene at 2 p. m., same day.) 


AFTERNOON SESSION 


Mr. Roserts. Mr. Prince, will you come around, please? Will you 
take up from where you concluded this morning ? 


STATEMENT OF GREGORY S. PRINCE, VICE PRESIDENT AND GEN- 


ERAL COUNSEL, ASSOCIATION OF AMERICAN RAILROADS— 
Resumed 


Mr. Prince. I have only one other thing that I would like to say. 
That is that this suggestion that was handed to you this morning is 
merely a very hastily drawn and tentative suggestion of ours, and we 
thought it might be of assistance to the staff in considering this matter. 
We think the objective is quite important. 

This was the method that occurred to us as being a reasonable ap- 
proach. It would not preclude anyone from showing that the situa- 
tion with respect to intrastate commerce was such that the intrastate 
rates would not have to be on the same level as the interstate level, or 
from showing that the expenses and conditions attending the opera- 
tion intrastate were such that they warranted a lower level of rates 
than interstate. These are mere rules of evidence and subject to being 
rebutted, but it seems to us they make it possible for section 13 to 
carry out the objective intended. 
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I have nothing further to add, Mr. Roberts, except to answer any 
questions that you and Mr. Hale may have. 

Mr. Roserrs. Mr. Hale. 

Mr. Hatz. If I understand you correctly, Mr. Prince, this pro- 
posed amendment would modify the effect of the Court’s opinion, 
not only in the Utah case but in the preceding Milwaukee case; is that 
right ? 

{r. Prince. The other proposal that we have already made to you 
dealt with the Milwaukee situation. This is directed particularly to 
the Utah case. ” 

Mr. Hate. This language takes care of both cases, does it not ? 

Mr. Prince. Not entirely. 

Mr. Hate, Let me get you right. 

Is this language in addition to that which you suggested earlier in 
the hearing? 

Mr. Prince. That is correct. This is a suggested new additional 
subparagraph to section 13. 

Mr. Hate. This one is tailored only to the Utah case; is that correct? 

Mr. Prince. That is correct. 

Mr. Hater. The other language suggested took care of everything 
that happened before the Utah case ? 

Mr. Prince. That is correct; yes. 

I do not know what we will need next Monday, but this is as far as 
we can go with the situation as it is today. 

Mr. Hare. On the next opinion of the Supreme Court, you may 
have another amendment? I understand that. We cannot hope to 
deal with the future. 

Mr. Roserts. I think if you would, you might elaborate a little bit 
more on the part of the proposal, the words “carriers’ revenue needs,” 
being in the last five lines, starting at “and a showing.” 

Will you tell us a little bit more about that portion of the provision? 

Mr. Prince. Yes, sir. 

In the King case, which is referred to by the majority in its deci- 
sion in the Utah case, the Court pointed out five findings that it held 
were adequate to support an order increasing intrastate rates. 

The second such finding was as follows—it says: 

2. Conditions that as to the movement of intrastate traffic were not more 
favorable than those existing in interstate commerce. 

In other words, to support an order increasing intrastate rates, the 
Commission has to find that the conditions as to the movement of 
intrastate traffic do not make it any less expensive than the handling 
of interstate traffic—I should not say just less expensive but, rather, 
that the conditions generally are not more favorable than those exist- 
ing in interstate commerce. 

The showing that the railroads made, the general showing, was 
that they necessarily were substantially the same because the “traffic 
was handled in the same train, handled by the same crews. If you are 
handling intrastate traffic and interstate traffic for the most part in 
the same trains, then the conditions are not any more favorable for 
the movement of intrastate commerce than for interstate commerce. 
If they are not any more favorable, then there is no justification for 
a lower general level of rates than in the case of interstate commeree, 
and if you should have such a lower general level of rates applying 
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intrastate than applying interstate, it would create a burden on inter- 
state commerce and it would even mean that the Interstate Commerce 
Commission would have to raise your interstate rates higher because 
they assumed, when they granted the general rate increase in Fe parte 
175, the 15-percent increase, which was the subject of controversy in 
the Utah case, that every State in the Nation would apply the same 
increase to intrastate traffic, 

The Commission determined how much revenue we needed, and 
they said if you get this not only on all interstate commerce but on 
all intrastate commerce, and in all 48 States, then that should return 
you enough revenue to meet your needs in this case, to meet the in- 
creased costs that you have ine ‘urred. So they had assumed that Utah 
and every other State would put in this 15-percent increase. 

Now, if the xy do not do it, we will get less revenue overall than the 
Commission had estimated. 

It seems to me that makes it quite clear that you would be creating 
a burden against interstate commerce. 

Mr. Roperrs. As the rules of the Commission stand today, assuming 
that you have a case where the intrastate rate is lower than interstate 
rate, where does the burden of proof lie now under the present rule, 
and how would this change that setup ? 

Mr. Prince. The burden of proof is on us. It is just the question 
of what meets that burden. 

Taking it as a practical matter, the Commission has felt that gen- 
eral evidence of the kind that I have described met the burden of 
proof with respect to these two points. 

I am shortcutting it a little. It is not quite as barebones as I have 
made it. There are other considerations and other evidence presented. 
But this is the basic one. 

You start out by showing that the level of the intrastate rates is 
lower than the level of interstate rates, then they say that is a general 
showing that meets your first burden. And the person who comes 
in and claims that it should be lower than interstate—that is, that 
the intrastate level should be lower than the interstate level—has to 
show by facts and evidence why it should be lower. That is what we 
are translating into this amendment. 

We say that makes a prima facie case that this is unduly low or 
abnormally low, and does not contribute a fair share of the railroad’ 3 
revenue needs. But it is still left open to anybody else to come in and 
demonstrate why, as a matter of fact, they are entitled to a lower 
general level in Utah than on interstate rates. 

Mr. Roperrs. Then, in effect, the adoption of this section would shift 
the burden to the shipper, would it not, in the event that the intrastate 
is lower than the interstate ? 

To get around that situation, to get around the Utah’s case that we 
are talking about, in the case of freight rates, in the Milwaukee case 
the passenger rates, the burden would be on the shipper in the freight 
proposition to come in and overcome this prima facie assumption ? 
Isthat what you mean by the practical situation ? 

Mr. Prince. If we are able to make the showing that is set forth 
here, then the presumption would have to be rebutted by whoever 
was contesting that the level was entitled to be lower in Utah on intra- 
state traffic than on interstate traffic. 
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Mr. Roserts. Generally speaking, that would be the shipper; would 
it not? 

Mr. Prince. Generally speaking. The Utah commission itself 
might be a party attempting to do that. 

Mr. Roserts. What type of testimony would they have to depend 
on in order to overcome that prima facie presumption ? 

Would they go into the business of increased labor costs, increased 
cost of material and those things, or would it be a proposition of com- 
paring other costs? 

Mr. Prince. Mr. Roberts, I am not certain that my answer can be 
accepted as entirely correct or complete in this field. There are a 
number of factors that have a bearing on this, such as the density of 
traffic within the State on intrastate movements as compared with the 
interstate hauls; also the length of haul has a bearing on the cost. If 
all of those factors as related to intrastate movements were distinct 
and more favorable than they were in connection with the handling 
of interstate traffic, then that might rebut this prima facie evidence 
and then it would be sufficient to have them siewesdl. 

Mr. Roserts. I think that is all I have. 

Do you have any more questions, Mr. Hale? 

Mr. Hare. No questions. 

Mr. Roserts. Mr. Friedel. 

Mr. Frrieven. No; thank you. 

Mr. Roserts. Thank you, Mr. Prince. 

Mr. Prince. Thank you very much, Mr. Chairman. 

Mr. Rozerts. We have, I believe, two statements; one by Mr. Ed- 
ward M. Reidy, an attorney for Southern Pacific, and a statement of 
Russell L. Dearmont, president of the Missouri Pacific, and those 
statements will be filed. 

(The statements referred to follow :) 


STATEMENT OF Epwarp M. Retpy, GENERAL ATTORNEY, SOUTHERN PaciFic Co., 
WASHINGTON, D. C., IN ANSWER TO THE STATEMENT OF H. Rogert HANSEN, JR., 
PRESIDENT OF THE HANSEN PAcIFIC Corp., ForTUNA, CALIF. 


Mr. Chairman and members of the subcommittee, my name is Bdward M. 
Reidy, and I am general attorney of the Southern Pacific Co., 205 Transporta- 
tion Building, Washington, D. C. In view of the fact that a recent witness, 
Mr. H. Robert Hansen, Jr., president of the Hansen Pacific Corp., Fortuna, 
Calif., has testified before this subcommittee in strong opposition to our proposal 
to reduce lumber rates 30 percent from points of origin in Oregon to destinations 
in California and Arizona, we desire to give the committee a historical back- 
ground as to the reasons for the proposed reductions, which incidentally have 
been suspended by the Interstate Commerce Commission and an investigation 
into the rates instituted by the Commission. We do not think this is the place 
to try a matter pending before the Commission, but as it has been opened up 
by Mr. Hansen, we desire to make the following reply to show that our action 
in proposing these reduced rates was entirely justified, and in view of the loss 
of tonnage to competing forms of transportation, the only thing an active 
business management could do. 

The publication of reduced rates to California on lumber, referred to by Mr. 
Hansen, by rail carriers scheduled to become effective May 21 was the result 
of an application filed by a group of Oregon lumber shippers and handled under 
PSFB proposal 28 and joint docket 6218. The shippers’ request was predicated 
on (1) restoration of historical rate parity with northern California mills which 
existed prior to November 4, 1954 (upon which date rates within California 
were reduced by 9 percent in an effort to meet truck competition) ; and (2) a 
showing that a reduction in rates was necessary to halt the diversion of traffic 
from rail to private contract, buy-and-sell, and ‘wildcat” truck. In the 7 years 
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from 1950 to 1957, rail carloadings had dropped from 40,644 to 14,539, Oregon to 
California. 

Insofar as reduced rates from Oregon to Arizona are concerned, application 
for reductions was filed by Arizona Retail Lumber & Builders Supply Associa- 
tion, Phoenix, Ariz. This request involved lumber originating in California as 
well as Oregon, and was based on meeting competition of exempt haulers and 
private or leased truck operations. 

With respect to the reduced rates Oregon to California, the rate parity re- 
ferred to by Oregon mills involves shipping points such as Grants Pass, Med- 
ford, and Klamath Falls in Oregon, and points in California such as Weed and 
Redding. From the aforementioned origins to rail destinations in California 
south of Fresno and Salinas, rail rates have been the same since September 25, 
1927 (except from Grants Pass, Oreg., same rate as from other origins mentioned 
was established on June 10, 1930). To destinations Fresno and Salinas and 
north during the same period rates were the same from Medford, Klamath 
Falls, Weed, and Redding, and from Grants Pass 1 cent higher. Rates from 
Klamath Falls, Redding, and Weed are carried in the same rate tariff, PSFB 
48-U, ICC 1553, and are actually included in the same rate group (Northern 
California Group 12) which group extends from Hooker, Calif., on the line of 
the Southern Pacific Railroad in California, northward to Klamath Falls, Oreg., 
a distance by rail of 189 miles. 

Origin rate groups of extensive size are customary in this territory for 
lumber, so as to equitably serve all shippers similarly situated. For example, on 
California to California intrastate traffic, an origin blanket for per-thousand-foot 
lumber rates extend 256 miles from Petaluma to Korblex on the NWP Rail- 
road. Although rates from Medford and Grants Pass, Oreg., are carried in a 
separate tariff, PSFB 80-I, ICC 1536, nevertheless rate parity referred to pre- 
viously was in effect. Rail distance Hooker to Grants Pass is 234 miles, and 
Hooker to Medford 202 miles. The effect of this publication even though made 
in separate tariffs was to maintain a blanket rate from all lumber mills in Cali- 
fornia and Oregon located between Grants Pass and Klamath Falls, on the one 
hand, and Hooker, Calif., on the other hand. 

The rate parity from the aforementioned shipping points existed from Sep- 
tember 25, 1927 (except from Grants Pass, June 10, 1930), through the years 
that followed (until November 4, 1954), being disturbed only by the timelag in 
the various ex parte increase effective on interstate traffic as compared to intra- 
state traffic. A history of the rates from September 25, 1927, up to the present 
shows that although final 9 percent increase under Ew parte 175 series was 
effective May 2, 1952, in connection with rates from Grants Pass, Medford, and 
Klamath Falls to California, it was not until November 18, 1953, that the same 
9 percent increase was made on California intrastate traffic, so that for a period 
of approximately 18 months rates from Weed and Redding to points in California 
were 9 percent lower than from origins in southern Oregon which formerly 
enjoyed the same rates. 

After the 9-percent increase was made effective on California intrastate traffic, 
the volume of trucking from northern California points, Redding, and south was 
increased, and resulted in the railroads making an exhaustive study into the 
situation to determine steps that could be taken to forestall losses to trucks. The 
situation was aggravated by the more than 14,000 “permit” carriers then li- 
censed by the California PUC. A large proportion of these were one-man truck 
operators, many of whom started hauling at rail rates what had previously been 
rail lumber traffic. The carriers concluded that they would experiment in meet- 
ing this competition by reducing rates on lumber moving within California by 
9 percent, without corresponding reduction from southern Oregon points taking 
same rates, thus breaking parity at the State line. This action was taken to 
determine if the railroads could hold the line against truck diversion. The effec- 
tive date of this 9-percent reduction was November 4, 1954. After that date, re- 
lationship between southern Oregon and northern California mills was further 
disturbed by timelag in connection with X-—196—-A and X-206 and X-—206-—A in- 
creases which increases widened the spread further by 6 percent on March 7, 
1956, 5 percent on December 28, 1956, and an additional 7 percent on March 7, 
1957. Medford, which for so many years was on an equal basis with Redding, 
was, on August 27, 1957, at an 18 cents per hundredweight disadvantage to 
Los Angeles. The Interstate Commerce Commission, in the findings in I. C. C. 
Docket 32089, California Intrastate Freight Rates and Charges, recognized the 
long standing relationship and directed that X-196-A and X-—206 increases be 
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applied to California intrastate rates on lumber to lessen undue and unreason- 
able prejudice and disadvantage to Oregon shippers. Such increases were ap- 
plied to the California rates effective December 30, 1957, which narrowed the 
spread in rates Medford versus Redding to Los Angeles from 18 cents per hun- 
dredweight, down to 11 cents per hundredweight. Effective February 15, 1958, 
X-212 was applicable on interstate traffic subjecting rates from southern Ore. 
gon to an additional 2-percent increase without similar increase within Calj- 
fornia. The spread, Redding under Medford to Los Angeles, was increased 
from 11 cents to 18 cents per hundredweight. If X—206—-A and X-—212 increases 
were to be made effective on California intrastate lumber rates, the additional 9. 
percent increase would result in a narrowing of the spread Redding over Med- 
ford to Los Angeles from 18 cents per hundredweight to 7 cents per hundred- 
weight. 

As noted, parity was broken at the State line because of the unusual wide 
open contract trucking situation in California which was diverting the traffic. 
Subsequent to November 4, 1954, three additional factors appeared: first, ex- 
treme pressure from Oregon shippers for a restoration of historical parity, cou- 
pled with repeated threats to institute formal proceedings before the Commis. 
sion to get it back, which pressure has recently sharply intensified; second, a 
specific finding by the Interstate Commerce Commission (No. 4, p. 44, Mim. report 
dated November 18, 1957) of undue preference to California intrastate lumber 
shippers and undue prejudice to Oregon shippers made in the I. C. C. Docket 
32089, California Intrastate Freight Rates and Charges; and. third, the fact 
that large-scale unregulated trucking finally crossed the State line and started 
absorbing the Oregon lumber traffic in heavy volume 

Regulated motor common carriers compete with the rails for interstate traffic. 
and the vast preponderance of motor common carrier rates between Oregon and 
California is published by: 

Pacific Inland Tariff Bureau, Willamette Tariff Bureau, Inc., Converse 
Trucking Service, Exley Produce Co. 

Neither of the two tariff bureaus and neither of the two independent motor 
earriers protested the proposed rail rates. The obvious reason for this is that 
the motor common carriers, too, are being squeezed out of the lumber transporta- 
tion market by the ever-increasing numbers of unregulated trucks. 

We have found it difficult to ascertain the exact volume of interstate truck- 
ing from southern Oregon because in many instances shippers are reluctant to 
say what trucking arrangements they make and will not identify carriers. 
What information as could be developed indicates that buy-and-sell operators 
have moved into southern Oregon, that private carriage to California and 
Arizona has substantially increased, and that subhaulers have been cutting 
rates. 

An examination of Arizona Highway Division records for the first 15 days of 
1958 showed that the following number of trucks crossing the Arizona-Cali- 
fornia border loaded with lumber for Phoenix and Tueson: 
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For this 2-week period there were a total of 95 trucks, while for the first 6 
months of 1957 there were only a total of 551 trucks. It is obvious that this 
type trucking is on the increase. 

During the past few years the Interstate Commerce Commission has granted 
to a number of exempt haulers temporary operating authority to transport lum- 
ber and plywood to California. 

While these haulers are certificated to transport lumber or plywood to Cali- 
fornia, they are few compared to the total number of exempt haulers handling 
fresh fruits and vegetables from California to the Pacific Northwest. Since 
the preponderance of exempt commodity movement is northbound, such haulers 
seek out return loads at the closest possible point to their northbound delivery 
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point offering to haul for rail rates. If loads are not available close to delivery 
point, truckers will travel toward home endeavoring to pick up a load en route. 
Rather than return empty, if it becomes necessary they will, we are advised, 
haul for less than the rail rate. Lumber shippers are being solicited for loads 
py these truckers constantly, and although a trucker may not have operating 
authority of his own, arrangements can easily be made to use the authority of 
another carrier on a subhaul basis so that there are always a sufficient number of 
exempt haulers available for loads if that service is desired. The cost of loading 
in private carriage. I refer, of course, to the obstacles regularly encountered 
trucks ranges from $1.50 to $3 per thousands board-feet less than loading rail 
cars. 

The rail lines serving this vast lumber territory became extremely concerned 
about the continued decline in the rail movement of lumber from Oregon into 
California, falling from 40,644 cars in 1950 to 14,539 cars in 1957. 

While this decline was taking place, the market for lumber in central and 
southern California expanded rapidly, substantiating the fact that the rail rate 
adjustment was inadequate to hold the traffic from Oregon. 

In the proposed adjustment from Oregon, the carriers sought to publish rates 
to be competitive with highway carriers, and at the same time to restore the 
rate parity that southern Oregon mills had with northern California mills for 
over 25 years prior to November 4, 1954. 

Additionally, related reductions were proposed from other Oregon mills to 
maintain rate parity and to discourage extension of trucking from the involved 
territory. The truck competition carriers must meet is that of exempt haulers 
that come into Oregon from California loaded with perishables seeking return 
loads. 

Also, substantial reductions are also being made in the rates on lumber withir 
California in an effort to meet truck competition. The certificated motor common 
carriers operating within the State have no authority to go below the rail rate 
level, and it was expected that the adjustments proposed by the rail lines within 
California would effectively meet the competition of these motor carriers. As 
to Arizona, rates on lumber from southern Oregon and northern California 
have historically been the same to Arizona and are presently the same. 

It is claimed by Mr. Hansen that the proposed reductions will seriously affect 
the lumber industry within California, with the possibility of closing down of 
mills and unemployment. 

This is the real basis of the northern California shippers’ protest, including 
Mr. Hansen’s: that the attempt to eliminate the advantage over Oregon enjoyed 
during the last 3%4 years will hurt them competitively. This complaint is that 
unduly favorable interstate rates will discriminate against intrastate shippers 
and the remedy in such cases, as repeatedly held by the Interstate Commerce 
Commission, lies with State, not Federal, regulatory commissions. 

The argument is advanced that the national transportation policy precludes 
a rail rate reduction which would have an adverse effect upon competing forms 
of transportation. They misapprehend the national transportation policy. The 
United States Supreme Court has very recently held otherwise, saying: 

“The ability of one mode of transportation to operate with a rate lower than 
competing types of transportation is precisely the sort of ‘inherent advantage’ 
that the Congressional policy requires the Commission to recognize” (Schaffer 
Transportation Co. v. United States, 355 U. S. 83, 91 (December 9, 1957) ). 

Mr. Hanson in his prepared statement says that it is “incredible” that the 
carriers’ proposed reductions in the lumber rates would be “adequately com- 
pensatory” (p. 4). Before the proposed rates were published, transportation 
cost studies were made to insure that in no instance would the rail lines be 
called upon to perform transportation services below out-of-pocket costs. These 
studies were made by Southern Pacific Co.’s Bureau of Transportation Research 
in accordance with standard cost-finding techniques familiar to the Interstate 
Commerce Commission. The costs thus developed are sensitive to the actual 
transportation conditions encountered in the territory involved; the results 
showed that the proposed rates clear out-of-pocket costs by substantial margins. 

It fs also important to bear in mind that it is anticipated that the preponder- 
ance of the lumber traffic would move under 70,000-pound rates so that carriers 
in the overall would improve their earnings based on such heavy loading. The 
claim really is that the rate adjustments proposed and under suspension by 
the Interstate Commerce Commission were lower than necessary to meet com- 
petition. First, the national transportation policy does not afford any pro- 
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tection to transportation not regulated under the Interstate Commerce Ag 
and the intrastate operations of the ship and barge lines. Nor does that policy 


give a competitor a vested right to forever enjoy certain traffic, nor does it = 
protect a competitor’s investment. The reduced lumber rates were publisheg th 
only after costs were determined, potential traffic and past diversion analyzed, ’ 
and the conclusion reached, based on facts, that these rates would produce a 
greater net revenues than the railroad currently received. The ship and barge ye 
lines will not, of course, abandon their competing services, for they will continye ne 
to enjoy a substantial transportation cost advantage, from the shipper’s stand. le 
point, under the rails. Nor do we expect that the regulated interstate motor th 
common carriers will be put out of business; it is especially noteworthy that et 
neither Pacific Inland Tariff Bureau nor Willamette Tariff Bureau, Inc., who rs 
represent most of the interstate motor common carriers, protested the pro- tl 
posed reductions to the Interstate Commerce Commission. The rate adjust- Ww 
ment was proposed simply and solely to return to the rails the traffic which se 
has been lost to unregulated carriage, a matter that the Interstate Commerce pe 


Commission, in more than one of its general increase cases, has admonished 
the carriers to inquire into and adjust their rates accordingly; and also to d 
remove that discrimination against Oregon shippers which the Interstate 
Commerce Commission condemned in its report and order in Docket No. 32089 


(302 I. C. C. 189, decided November 18, 1957). : 
0 
d 
STATEMENT OF RUSSELL L. DEARMONT, PRESIDENT, MISSOURI PACIFIC RAILROAD Co, r 


The competitive ratemaking difficulties encountered by the railroads fall 
generally into three classes: (1) those arising out of attempts to meet the i 
competition of exempt carriers and pseudoprivate carriers; (2) those arising 
from any unfair inducement given to the use of private carriage such as the 
8-percent transportation tax; and (3) those arising from rail efforts to meet 
the competition of regulated carriers of other modes. 

The first category includes the competition from truckers of agricultural 
commodities which are exempt from regulation pursuant to section 203 (b) (6) 
of the Interstate Commerce Act; the ever-increasing competition from pseudo- 
private truckers; the competition provided by exempt bulk or liquid commodity 
barge operations under sections 303 (b) and 303 (d) of the Interstate Commerce 
Act; and the competition from pseudoprivate bargelines. Since operations of 
these types are conducted virtually free of all aspects of regulation, it is an 
almost impossible task to attempt to effectively compete. The railroad has 
no way of knowing the measure of the competition which it must meet, and 
in the event a competitively effective rail rate should be published, the exempt 
competitor—who is free from any rate publishing requirement—can always bid 
sufficiently under the published rail rate to enable it to obtain the traffic. 

Under the second category, although we, of course, make no objection to 
legitimate private carriage, we do object to artificial Government incentives ‘ 
and stimuli to the do-it-yourself trend in the transportation field. Further, and 
as a competitive problem to the railroads, the vast fleet of private carriers 
thus created can only too frequently be used as unregulated carriers-for-hire in ( 
order to make the economics of the situation a little more attractive for their 
owners. Once a company owns its own fleet of trucks chere is nothing, when 
the situation suits its convenience, to prevent it from then moving exempt ; 
agricultural commodities for others, or from backhauling under buy-and-sell 
arrangements. Any seller of a commodity or a service must not only compete 
with others offering the same or similar goods or services, but must also com- 
pete with man’s ability to do-it-himself. When a tax means the difference 
between using common ¢arrier services or buying a truck, an unfair weight has 
been thrown into the competitive scales. 

The grossly inequitable situations which arise by reason of both the first two 
categories of competition have been publicized in connection with other recent 
hearings and are probably well known to you. 

I shall, therefore, here address myself primarily to those ratemaking diffi- 
eulties which would continue to confront the railroads even in the absence 
of any exempt or pseudoprivate carrier operations by competitors or a decrease 
in private carriage. I refer, of course, to the obstacles regularly encountered 
in rail efforts to meet the competition of regulated carriers of other types. 

Like railroads generally, the Missouri Pacific Railroad Co. is at all times con- 
fronted with problems of this kind. 
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That these difficulties are widespread is, of course, well known. We need 
look no further than to the ever-declining rail percentage of total freight ton- 
miles in order to see clearly that the railroads have not been able to maintain 
their relative competitive position. In 1946 the Nation’s rail carriers trans- 
ported some 67.2 percent of the total freight ton-miles moving in the country 
as a whole. Their relative participation has dropped steadily in the ensuing 
years until at the present time the railroads’ share is less than 50 percent. In 
no small measure this situation is attributable to competitive ratemaking prob- 
lems encountered by the railroads at every turn. On the one hand, there are 
the truck-competitive situations in which the railroad often finds great diffi- 
culty in obtaining approval of rail rates sufficiently below the existing truck 
rates to offset the sometimes more complete and more expeditious nature of 
the truck service. On the other hand, are the barge-competitive situations 
wherein the railroad is often required to maintain an unrealistically high rate 
so as not to adversely affect the bargeline which is handling the traffic at sub- 
stantially lower rates. Both situations are highly oppressive to the railroad 
which, under existing policy, is caught in between without the necessary free- 
dom to effectively assert its true inherent advantages in either direction. 

Unquestionably, the problem of attempting to meet the competition of cer- 
tificated common and contract carrier truckers is a major one. At least as 
to the shorter movements, the trucks are able to provide a faster service and 
one which is often more complete from the standpoint of being from door-to- 
door and including aid in loading and unloading not present in connection with 
rail carload service. Where such service advantages are present in the com- 
petitive truck picture, the competing railroad must be permitted to maintain 
a rate level which will reflect the inherently lower costs of providing rail serv- 
ice. Obviously, in such cases the railroad cannot effectively compete if it is 
prevented by a regulatory body from publishing the necessary reduced rate. 
If the railroad were accorded more freedom in this regard, the shipper would 
often be provided with the choice between a more expedited service by truck 
and a less expeditious service by rail at a somewhat lower rate or charge. 

Because of the physical location of the Missouri Pacific Railroad Co., it finds 
itself particularly vulnerable to the competition of bargelines. The lines of 
the Missouri Pacific parallel the navigable inland waterways from Brownsville, 
Houston, and other gulf ports on the south, to Omaha on the north. Any undue 
artificial advantage accorded to the many bargeline operators on those water- 
ways cannot help but have a seriously adverse effect upon the well-being of our 
railroad. Unfortunately, such has been the history of the situation subsequent 
to 1940, and, more particularly, since the conclusion of World War II. In 
the highly artificial atmosphere in which the bargelines have been permitted to 
operate, they have been able to attract and to hold vast and ever-increasing 
segments of the heavy-loading, bulk commodities which had been the very life- 
blood of our railroad. 

In order to illustrate how railroads such as the Missouri Pacific have been 
affected, I call your attention to the following revealing data: 

In the period from 1946 to 1956 freight handled by barge on the Mississippi 
River rose from 41,308,475 tons in 1946 to 104,212,466 tons in 1956, an increase 
of 152.3 percent. Traffic on the Gulf Intracoastal Waterway grew from 20,456,788 
tons in 1946 to 41,378,856 tons in 1956, an increase of 102.3 percent. In the same 
period barge tonnage on the Missouri River increased 446.3 percent. (Barge 
figures from reports of United States Army Corps of Engineers.) Much of this 
very impressive increase in barge tonnage is with respect to traffic for which the 
Missouri Pacific could effectively compete were it not for the inequitable restric- 
tions under which we have been forced to operate. 

The very revealing pattern may be best appreciated by considering what has 
happened in the case of certain individual bulk and heavy loading commodities. 
In the 10-year period beginning with 1946 sulfur tonnage handled by the Mis- 
souri Pacific declined approximately one-third; salt tonnage decreased by more 
than 10 percent and the decline in wheat and corn tonnage was over one-fourth. 
Barge tonnages of these commodities, on the other hand, increased by leaps 
and bounds. In the years between 1946 and 1956 barge tonnage of sulfur on the 
lower Mississippi River increased from 556,772 tons to 1,483,183 tons, salt tonnage 
by barge on the same portion of the river increased from 15,198 tons to 299,191 
tons and barge tonnage of wheat and corn rose from 184,599 tons to 1,443,035 
tons. Similarly impressive increases have taken place in barge volumes of 
other vitally important commodities such as refined petroleum and iron and 
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steel products (petroleum from 4,236,274 tons to 10,859,563 tons on lower Missis- 
sippi, and iron and steel from 286,095 tons to 2,509,754 tons). 

I describe the existing atmosphere as artificial because it is undeniably one 
in which the natural economic forces have been precluded from operation. Ags 
we all know, the waterways are provided and maintained for the barge operator 
at the expense of the taxpayer (including the railroad taxpayer). Even as to the 
certificated common-carrier barge lines, the prevailing atmosphere has been 
highly protective. Time and time again the railroads have lost vitally important 
traffic because the barge lines have been permitted to publish reduced rates which 
the railroads were not permitted to meet. 

In situations of this type, the railroad will ordinarily make every effort to 
determine what rate level would enable it to again participate in the traffic. 
Having determined the level necessary to put itself back into the competitive 
picture, the railroad will next determine whether such competitively necessary 
rate appears sufficiently profitable to justify publication thereof. In this regard, 
it will wish to assure itself that the level decmed necessary is such as to fully 
cover the railroad’s out-of-pocket costs and to make, in addition, a contribution 
to overhead. Having determined that a given rate is competitively necessary 
and that such rate would be profitable, the railroad will normally publish it in its 
tariffs. 

Such publication, however, is subject to suspension and investigation by the 
Interstate Commerce Commission pursuant to section 15 (7) of the Interstate 
Commerce Act. If the proposed rail rate bears any hint of being low enough to 
possibly attract any of the traffic, the barge lines can be counted upon to request 
the Interstate Commerce Commisison to suspend and investigate. Under the 
applicable law the railroad, upon suspension and investigation by the Interstate 
Commerce Commission, must assume the burden of proving the lawfulness of the 
rate proposed. 

It would seem proper that the railroad in such situation should be required to 
demonstrate that the rate in question was not lower than a minimum reasonable 
level, and that it would return revenues exceeding the costs of handling the traffic. 
However, even though such factors are convincingly established and even though 
the rate under consideration results in no unjust discrimination or preference 
and prejudice, the Interstate Commerce Commission has nevertheless found 
various bases for preventing it from becoming effective. One of the more frequent 
findings has been that the rate is lower than necessary to meet the competition. 
Ordinarily such finding, or one closely akin thereof, can be expected unless the 
proposed rail rate is appreciably higher than the shipper’s costs of using the 
competitive barge service. Presumably, the reasoning behind such decisions is 
that the rail service is more valuable to the shipper and hence any rail rate 
which does not reflect this feature (by being notably higher than the costs to the 
shipper of using barge service) must be regarded as unlawful. 

Many times, however, time in transit is of no particular importance, and the 
shippers hence do not consider rail service to be more valuable than barge service. 
Their sworn testimony to this effect, however, does not deter the Interstate Com- 
merce Commission from its apparent view that rail rates which are equal or close 
to the shipper’s costs in connection with using barge service must be canceled as 
unlawful. Indeed such has been the result even where there was no question as 
to the compensatory nature of a proposed rail rate and where the competing 
(barge-truck) service was actually more valuable to the user. In refusing to 
permit a rail rate which was exactly equal to the costs incurred by the user of 
the competing barge-truck service, the Commission on one occasion found it nee- 
essary to state its reasons for rejecting the necessary rail rate as follows: 

“Although there is evidence that time in transit is not an important considera- 
tion in the movement of this traffic, and the delivery by truck to the consignee’s 
plant has some advantages over delivery by rail, we are not convinced that the 
establishment of a rate as proposed would preserve the inherent advantages of 
barge-truck transportation and not constitute an unfair and destructive com- 
petitive practice. 

“We find that the proposed rate is not shown to be just and reasonable. [ Em- 
phasis added.} Sulphur from Port Sulphur, La., and Texas to Hamilton, Ohio, 
(284 I, C. ©. 275, 278). 

At times it has appeared that the Interstate Commerce Commission has viewed 
its function as one of traflic allocation as between the several modes of trans- 
portation; that is, certain Commission decisions and certain comments by 
Commission members would cause one to believe that the Commission viewed 
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the applicable law as including some mandate that the railroads must adopt 
a hands-off policy as a bulk traffic desired by the barge lines. For example, in 
Pig Lead from Brownsville, Texas, to Chicago and St. Louis (280 I. C. C. 585), 
the Commission refused to permit the railroads to publish a competitive rate 
deemed by rail management to be necessary if the railroads were to participate 
in a barge-competitive movement of pig led. During the course of the oral 
argument the following recorded comments by members of the CommiSsion 
suggest a feeling that the railroads had no right to attempt to compete for 
the important pig lead tonnage there in issue: 

Commissioner Patterson: “Maybe inherently you should not be permitted to 
compete for the traffic? I do not know.” (P. 229, Official Transeript of Oral 
Argument.) 

Commissioner Johnson: “Is that not the type of traffic that naturally flows 
to water transportation, where speed is of no great importance? Is not that 
their natural cargo and that rails should be able and willing and ready to serve 
that transportation that requires speed?’ (P. 229.) 

Commissioner Johnson: ‘I am here to find out why you [the railroads] should 
participate in the traffic.” (P. 229.) 

Commissioner Johnson: “I want to know why the railroads should partici- 
pate in traffic of that sort where speed has no essentiality at all. I want to 
know what the barge is for? Why the United States Government spent billions 
of dollars on these rivers and inland waterways if slow, low-grade traffic has 
an equal rate by rail?” (P. 287.) 

Commissioner Johnson: “How can you preserve this wonderful transportation 
by rail, by water, and other means of transportation, if on slow-moving, low- 
rated, cheap transportation, where time makes no difference, if rails are allowed 
to come in and get the same rate? I fail to see what water would have 
remaining to do.” (P. 239.) 

Commissioner Johnson: “I asked you long ago why should you be permitted toe 
participate?” (P. 240.) 

In all fairness, it should be said that the commenting Commissioners are not 
members of the present Commission. 

These are the types of results which must be prevented by proper legislative 
prohibition. In instances where a railroad finds it necessary to publish a given 
reduced rate in order to effectively compete for traffic, and where such rate is 
proved to be fully compensatory, to be in excess of a minimum reasonable level, 
and to result in no unjust discrimination or preference or prejudice, it should 
not be possible to prevent the effectiveness of such rate merely because its ap- 
plication might be undesirable from the viewpoint of a barge line. 

Certainly, legislative changes such as those embodied in H. R. 5523, and con- 
templated as an amendment to section 15 (a) of the Interstate Commerce Act, 
would be very beneficial in this regard. The proposed additional paragraph (3) 
would provide that “In the exercise of its power to determine and prescribe just 
and reasonable rates for carriers subject to this Act, the Commission shall not 
consider the effect of such rates on the traffic of any other mode of transporta- 
tion; or the relation of such rates to the rates of any other mode of transporta- 
tion; or whether such rates are lower than necessary to meet the competition 
of any other mode of transportation.” Clearly, some legislative change of this 
type is necessary if the railroads are to effectively compete for great volumes of 
bulk traffic which are today virtually allocated to their barge-line competitors. 

Lest it be suggested that the subjecting of proposed rail rates to improper 
comparative tests is an evil which no longer exists, I wish to make reference to 
specific decisions of recent vintage which demonstrate that the Interstate Com- 
merce Commission has made no consistent departure from the invalid tests em- 
ployed since 1940, the year of the enactment of the national transportation policy. 
Before doing that, however, let us take a brief look at the situation prior to 1940. 
At that time, the law was rather clearly to the effect that the relationship of a 
rail rate to that of a competing agency was not a pertinent inquiry. For exampre, 
in the year 1934 the Supreme Court of the United States did not consider the 
presence of a barge line in a given factual situation to require any conclusion or 
interpretation different from that which would have governed in the absence of 
such barge line. In Mississippi Valley Barge Line Co. v. United States (292 
U. S. 282), the Supreme Court affirmed a lower court decision containing the 
following language: 

“Reduced to its lowest terms, the petitioner’s contention virtually is that an 
order of the Interstate Commerce Commission which permits a railroad to reduce 
its rates to a point which will prevent a barge line from profitably competing with 
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it is arbitrary, discriminatory, and void. Wecannot agree. If the rates fixed or 
permitted by the orders would be reasonable in the absence of barge competition, 
we think they are no less reasonable because of such competition” (4 F. Supp. 
745, 748). 

In the same case the Supreme Court disposed of a contention that the Trans- 
portation Act of 1920 required fostering of the water carriers with the following 
language: 

“The admonition does not mean that carriers by rail shall be required to main- 
tain a rate that is too high for fear that through the change they may cut into the 
profits of carriers by water” (p. 288). 

No less of an authority than Mr. G. Lloyd Wilson, chairman, transportation 
and public-utilities department, School of Finance and Commerce of the Univer- 
sity of Pennsylvania, in 1954 expressed the opinion that such was still the state 
of the law. (See article appearing at p. 708, ICC Practitioners’ Journal, vol. XXI, 
May 1954.) 

In the referred-to article Mr. Wilson states that— 

“Between the upper limits of unreasonableness of rates and the lower limit of 
the compensatory level of the rates, it is the privilege and responsibility of the 
carriers subject to regulation by the Commission to establish and charges rates 
for their services in the exercise of managerial discretion and responsibility. 
This power and responsibility is limited, in the opinion of this writer, only by the 
injunction that the rates be free from unjust and unreasonable discrimination, 
preference, and prejudice.” 

There were, of course, times when apparently even the Interstate Commerce 
Commission recognized that a rate of one mode of transportation was not to be 
condemned on the basis of its relationship to the rates of a competing mode. In 
New Automobiles in Interstate Commerce (1945) (259 ICC 475), the Commission, 
at page 538, characterized the policy of the law as follows: 

“As Congress enacted separately stated ratemaking rules for each transport 
agency, it obviously intended that the rates of each such agency should be deter- 
mined by us in each case according to the facts and circumstances attending the 
movement of the.traffic by that agency. In other words, there appears no war- 
rant for believing that rail rates, for example, should be held up to a particular 
level to preserve a motor-rate structure, or vice versa.” 

However, as indicated, other and subsequent decisions of the Interstate Com- 
merce Commission have regularly and inconsistently departed from such prin- 
ciple. In most competitive ratemaking decisions since 1940—and particularly 
where a barge line (whether a common carrier or an operator handling exempt 
bulk commodity shipments) covets the traffic in question—the Commission has 
improperly read into the law additional limitations or qualifications never con- 
templated. It is quite clear that the Commission regularly considers—and often 
gives controlling weight to—the possible effect of a given competitive rate upon 
another transportation agency. The decisions of the Commission indicate that it 
views its function as one of dividing up the available traffic between, or of allocat- 
ing portions thereof to, certain modes of transportation. This fallacious ap- 
proach is particularly evident where one of the carriers is a barge line. In re- 
fusing to permit the effectiveness of competitive rail rates in such situations the 
Commission has frequently rested its disposition upon references to “destructive 
competitive practices,” or to a rate’s being “lower than necessary to meet the 
competition.” 

I have previously referred to the case of Sulphur from Port Sulphur, La., and 
Texas to Hamilton, Ohio (1952) (284 ICC 275), wherein, on the basis of a 
negatively worded finding referring to protection of the barge-truck route, the 
Commission prevented the effectiveness of a competitively necessary rail rate 
on sulfur. 

Similarly in Pig Lead from Texas to East St. Louis and St. Louis (1954) (292 
ICC 797), the Commission, in refusing to permit a competitively necessary rail 
rate on pig lead, emphasized its belief as to the importance of the relationship 
between said rate and the rates of a competing mode of transportation as 
follows: 

“The paramount question to be decided is whether or not the proposed rate 
is lower than necessary to meet the competition offered by barge service from 
Brownsville” (p. 799). 
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Since the rail rate in question did not conform to the Commission’s idea of a 
proper relationship, it was ordered canceled on the basis of the following Com- 
mission finding : 

“Establishment of a reduced rate as proposed by the respondents is thus in- 
dicated to be lower than necessary to meet the existing barge competition, and 
would constitute an unfair competitive practice inconsistent with the national 
transportation policy” (p. 800). 

Again in Aluminum Articles from Texas to Illinois and Iowa (1954) (293 ICC 
467), the Commission, at page 472, in ordering the cancellation of a proposed 
$13.20 rail rate published to meet compelling barge competition, stated : 

“Considering the relatively high value of these aluminum commodities, the level 
of the rates, the fact that there are periods of closed navigation when shipments 
move only by rail, and the other evidence of record, we are convinced that the 
spreads between the overall expenses of the transportation by water and those by 
rail should be substantially greater than would result from the rate proposed. 
A rate of $13.67, which would reflect a spread of approximately $1 from Point 
Comfort, we believe would result in a just and reasonable rate relationship as 
petween the two modes of transportation on traffic from both origins.” 

In the more recent years, the Commission has continued to test proposed rail 
rates by attempting to substitute its judgment for that of rail management on 
the question of whether such rates are competitively necessary. On this basis, 
and with an occasional reference to “unfair competitive practice,” the Commission 
continues to prevent effectiveness of many necessary rail rates. I shall refer to 
but a few of the recent cases wherein the invalid tests have been applied. 

For example, in Coffee from New York to Buffalo (1957) (300 ICC 121), in 
ordering cancellation of a rail rate reduced to meet truck competition, the Com- 
mission summarized : 

“From the evidence before us, we are not persuaded that the proposed rate 
would be reasonably compensatory, nor that it is necessary to meet existing 
competition” (p.123). 

Similarly, in Vegetable Oil Shortening from Columbus to Eastern Points (1956) 
(298 ICC 665), a reduced rail rate, which had been proposed to meet a truck- 
competitive situation, was found to be too low. In indicating a higher rate 
deemed by it to create a proper relationship to the truck rates the Commission 
stated : 

“We conclude that rates made 15 cents lower than the present rates of Emory 
and Refrigerated would be compensatory and no lower than competitively neces- 
sary” (p. 668-669). 

Pig Iron from Rockwood, Tenn., to Chicago and Joliet (1956), 298 I. C. C. 430, 
presents a Commission condemnation of a reduced rail rate in a barge competi- 
tive situation, the following language being used: 

“In the prior report the statement appears that it is established that a portion 
of the traffic now moving solely by barge-rail would move over all-rail routes if 
the proposed rate were permitted to become effective, and the division found that 
establishment of the proposed rate would not result in unfair or destructive 
competition. Upon further consideration of the record, we are persuaded that 
the inferior barge-rail service and much higher minimum which exist here 
necessitate a rate materially lower than that over competing all-rail routes if any 
substantial portion of this traffic is to move over the water route. It follows that 
the proposed rate is lower than necessary to meet the competition, and constitutes 
an unfair and destructive practice in contravention of the national transportation 
policy” (p. 482). 

Some of the competitive situations which regularly confront the railroads re- 
quire reductions to certain points, but do not require like reductions to inter- 
mediate points where similar competitive forces are not present. In such situa- 
tions the railroads—unlike their highway competitors—must not only satisfy the 
Interstate Commerce Commission as to the level of the proposed rate, but must 
also seek relief from section 4 of the Interstate Commerce Act (which requires 
that such relief be obtained in any situation involving the charging of a greater 
amount for a shorter distance than for a longer distance via the same route). 
There are numerous cases of this kind in which the Commission has prevented 
the rail carriers from publishing a competitively necessary rate. In Salt from 
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Detroit, Mich., to Wisconsin and Michigan (1957), 301 I. C. C. 769, the Commis. 
sion required cancellation of the proposed rail rate, observing as follows: 

“From the evidence before us we are not convinced that water competition 
is a positive threat to this traffic presently transported by the respondents, 
Neither are we satisfied by the evidence submitted that the proposed rate is not 
lower than necessary to meet any threatened water competition should it in fact 
exist” (p. 774). 

Again in Steel Pipe—East to Southwest (1957), 301 I. ©. C. 208, the Commission 
viewed the proposed rail rates as too low saying: 

“In the circumstances, we conclude that the rates under investigation are 
lower than necessary to enable the respondents fairly to compete for the con- 
sidered traffic.” 

Similtrly, ina very recent case, I. & S. 6708, Superphosphate—Florida to Madi: 
son, Wisconsin, decided March 24, 1958 (mimeographed), the Commission ordered 
cancellation of a reduced rail rate published to retain the superphosphate moye- 
ment in eompetition with an alternate rail-barge-truck route which the shipper 
testified he would use in the absence of the proposed rail rate reduction. The 
Commission, at mimeographed sheet 14, summarized its views as follows: 

“From the evidence before us, we are not convineed that rail-barge-track 
competition is a positive threat to this traffic presentiy transported by the re. 
spondents. ' Nor are we convinced, for the reasons indicated in the foregoing 
discussion of such costs, that the costs shown for the rail-barge-truck movement 
reflect a dependable estimate by which the lawfulness of a proposed reduced all- 
rail rate may be measured. Accordingly, we are not satisfied that ‘the proposed 
rate would not constitute an unfair and destructive competitive praetice, nor that 
the situation presented a special case within the meaning of section 4 of the 
act.” 

Again in I. & 8S. 6202, Sugar from Atlantic and Gulf Ports to Ohio River Orose. 
ings (1955) 296 I. C. C. 121, the Commission, in requiring cancellation of reduced 
barge-competitive rates, observed at page 135: 

“In determining the amounts by which the rail carriers should be permitted to 
reduce their normal rates to meet water competition, cost of service is not the 
only consideration. It is obvious that, to some extent at least, the rail carriers 
provide a service superior to that of barge-line transportation, a factor whieh 
the Commission has recognized in past proceedings of this character. Phosphate 
Rock from Gulf Ports to Quiney, I1L., 235 1. C. C. 204; Sulphur from La. and Tea: 
to Nashville and Old Hickory, 283 1. C. C. 628; Phosphate Rock from Southern 
Ports to Quincy, Ill., 287 I. C. C. 128; Sugar from Corpus Christi, Texr., to Tampa, 
Fla., 287 I. C. C. 285. In these and similar proceedings, the rail carriers have 
been limited to rates approximately 10 percent higher than the overall water 
eosts. In view of the conclusions previously reached respecting the overall 
water costs, we think that rates, minimum 80,000 pounds, of 65 cents from New 
Orleans to Cincinnati, 63 cents to Louisville, and 61 cents to Evansville, Owens- 
boro, and Henderson would be just and reasonable, and not unlawful otherwise. 
The proposed “rates to points west thereof are substantially higher than the 
overall water costs and appear to be lawful.” 

Within the last month the Commission has demonstrated that its views have 
not changed since 1955. Under effective date of April 20, 1958, the rail car- 
riers published a reduced 61-cent rate on sugar to such points as Cincinnati. 
The rate was deemed necessary to meet the compelling barge competition. How- 
ever, by order of April 18, 1958, the Commission (in I. & 8. 6914) suspended this 
publication as being contrary to its decision and findings in I. & S. 6202. 

Even in instances where the Commission ultimately finds suspended rail rates 
to be justified, it is clear that such rates have first been subjected to the various 
invalid tests based on their relationship to rates of competitors and their 
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possible effect upon such competitors. For example, in Petroleum in North 
Pacific Coast Territory (1957), 302 I. C. C. 319, the Commission states: 

“We are convinced also, upon the record before us, that the proposed rates 
will not seriously injure or impair the service of either the barge lines or the 
motor carriers. On the contrary, because of the fair opportunity which will thus 
be afforded to all modes of transportation to compete for this traffic, we are 
persuaded that the proposed rates will aid in developing and preserving a na- 
tional transportation system by water, highway, and rail adequate to meet the 
needs of the commerce of the United States and of the national defense. 

“Upon further hearing, we conclude that the proposed rates are reasonably 
compensatory, are no lower than necessary to enable the respondents to meet 
the competition with which they are confronted, and that the maintenance 
thereof will not constitute an unfair or destructive competitive practice.” 
(Pp. 240-241.) 

The foregoing indicates beyond question that the Interstate Commerce Com- 
mission, when called upon to determine the lawfulness of a proposed rail rate, 
does not limit itself to considerations as to the inherent reasonableness and law- 
fulness of the rate in question, or to its possible effect as between shippers or 
receiver. Rather, as indicated, the Commission regularly places great emphasis 
upon the relationship of such rate to rates of competing modes of transportation, 
and upon the possible effect thereof on such other types of carriers. It is sub- 
mitted that considerations such as these provide no acceptable basis whatsoever 
for ordering cancellation of proposed rail rates deemed necessary by rail man- 
agement. As long as such considerations are permitted, the railroads will con- 
tinue to be artificially prevented from asserting their true inherent advantages. 

The recent cases heretofore cited demonstrate that the Commission in fact 
continues to apply the unsound tests in question. Of course, if—contrary to 
fact—such were not the case, there would seemingly be no reason whatsoever 
for anyone to object to the outlawing of those tests by legislative enactment. 
The fact is that they are being applied and that legislation is necessary in 
order to assure that they will not continue to be applied. 

I have attempted to give you a brief look at some of the inequitable aspects 
of the ratemaking problems plaguing the railroads today. It is recognized 
that this is a technical subject, and hence one which is most difficult to present. 
However, the almost complete absence of freedom to exercise managerial disere- 
tion in this area is undoubtedly one of the most basic of the problems confront- 
ing the railroad industry today. I wish to thank you sincerely for the oppor- 
tunity of discussing it before your committee. 

As pointed out by Mr. Edward A. Kaier, general solicitor, Pennsylvania Rail- 
road Co., the railroads have a timelag problem caused by some State com- 
missions unduly delaying the authorization of adjustments in intrastate rates. 
Not only do some of the State authorities delay in passing upon applieations 
for authority to apply the same increases on intrastate traflic as approved by the 
Interstate Commerce Commission on interstate traffic but often deny our 
requests in whole or in part. This forces us to file 13th section applications 
with the Interstate Commerce Commission in an effort to increase our intrastate 
rates and charges. 

I have had prepared a statement which shows the situation in the States 
served by the Missouri Pacific which I should like to file as an exhibit of record. 
I think the statement clearly demonstrates the necessity for amendment of 
section 18 of the Interstate Commerce Act. 
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INTERSTATE TRAFFIC 


The effective date of the interstate increases is as follows: 


The 
| ~~ | States 
Ex parte Effective Description of increase 
aaa = "a — 
X-162_..... ope: 8 90ET ccc ocksascthocs Basic rates (not including Ex parte 148 inereases) gy - 
follows: X-162 
Official territory—25 percent. > 
Between official and other territories—2214 percept es 
In and between other territories—20 percent, ~ P 
X-166 (interim) -_....| Oct. 13, 1947... .....| 10 percent (temporary-emergency surcharge), C1 
Do. - .....| Jan. 5, 1948 sb oen 20 percent (temporary-emergency surcharge). Li 
Do. ‘ May G, 1088. .........46... Temporary-emergency, in rates and charges as follows. A] 
Within eastern territory 30 percent (except graip ? 
and grain products, ete.—25 pereent). C} 
Southern territory—25 percent. 
From, to and within zone 1 of WTL territory—% 
| percent. 
Within western territory other than zone 1 of WT} N 
territory—20 percent. B 
| Interterritorially—25 percent. 
X-166 (final) Aug. 21, 1948 ae Rates and charges, as follows: 
Within eastern territory—30 percent (except grain © 
and grain products, efe., and logs, pulpwood, L 
| fuel wood, etc.-25 percent). P 
Within southern territory—25 pereent. 
Within zone 1 of WTL territory—25 pereent, E 
Within western territory other than zone 1 of WT, , 
territory—20 percent. 
Interterritorially—25 percent. 
Between Western territory, other than zone 1 of Pll i 
WTL territory, and zone | of WT'L territéry— Pull 1 
2216 pereent. Oct 
X-168 (interim ‘ Jan. 11, 1949. ....-----.| Temporary-emergency, in rates and charges, as follows N 
Within and between eastern and southern ter. 
ritories—6 percent. ) 
Within zone 1 of WTL territory—5 percent, N 
| Within western territory other than zone 1 of |] y-16( 
| WTL—4 percent. 
| | Interterritorially other than between eastern and Ser 
southern territories—5 percent. X-16¢ 
X-168 (final) - - | Sept. 1, 1949_-- . Rates and charges, as follows: exe 
| Within and between eastern and southern terti- < 
| tories—10 percent. ” 
| Within zone 1 of WTL territory—9 percent. 
Within western territory other than zone 1 of 4 
| WTL—8 percent. S 
} Interterritorially other than between eastern and 
southern territory—9 percent. kK 
X~-175 (interim Apr. 4, 1951; on grain and | Temporary-emergency, in rates and charges as follows: X-16 
grain products Apr. 19, | Within eastern territory—4 percent. . 
1951. | Within southern and western territory —2 peféent. Ser 
Interterritorially—2 percent. X-16 
Do.. Aug. 28, 1951; on grain and | Rates and charges, as follows: Se 
grain products Sept. 12, | Within eastern territory—9 percent. . 1 
1951. | Within sonthern territory—6 percent. ’ 
| Within western territory—6 percent. 
} Interterritorially—6 percent. 
X-175 (final) | May 2, 1952; on grain and | Rates and charges, as follows: All territories—1L5 per- 
| grain products May 17, | cent. ( 
| 1952. | 
X-196. . . | Mar. 7, 1956 ‘ | Rates and charges, as follows: All territories-—6 percent 
X-206_.. Dec. 28, 1956... Rates and charges as follows 
Within eastern territory—7 percent. 
| Within western territory—5 percent. 
| Interterritorially between eastern, western, and 
southern—5 percent. 
| | Within southern territory—5 percent (effective 
Feb. 23, 1957). X-1¢ 
X-206 (final) Aug. 26, 1957_. Rates and charges as follows Se 
| Within eastern territory—14 percent ne 
| | Within western territory 2 percent. 


Within southern territory—9 percent. 
Interterritorially between eastern and western 
| territories—12 percent. 
| Interterritorially between southern territory on the 
| one hand and eastern and western territories on 


| 


| | the other hand—9 percent. 
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INTRASTATE TRAFFIC 


The interstate increases have been authorized in full on intrastate traffic in 
States served by Missouri Pacific Railroad, except as otherwise provided below : 


ARKANSAS 


x-162 (1st)—Authorized effective Jan. 1, 1947, 
except as follows: 
BUREBIO OF 0. 8 oo so nc en oes 
cemened lmeentone..- =. se os 
NY SUN CORN oes orsign serene tba eaiculeben 
Drne 10: PUI... baneaad 
Crude oil from Strong to El Dorado, 
Ark., and from Urbana to El Dorado, 
ek ee woetwnd cei. thlas 
Naphtha from Smac kover to Pearson, Ark_ Ae 
Brick, tile, and other articles on the No increase. 
uniform brick list—- mie aes 
Cottonseed and soybeans____-~~-. ome 
Liquefied petroleum gas moving in ex- 
cess of 140 miles a 
Existing rates and charges or allow ances 
therefore, with respect to pickup and 
delivery services_ 
Full ~ rease subsequently author ized effective 
Oct. 1, 1947, except as follows: 
Srietismun, charge per less carload or any 
quantity shipment ei : alee 75 cents. 
Minimum P. U. and D. rates_-_- ; No increase. 
X-166 (1st)—No action by Arkansas Public 
Service Commission cee aes 
X-166 (2d)— Authoriaed effective M: ty &, 1948, 
except as follows 


Sand, gravel, stone, agricultural lime- 
stone, and clay___-_-- san Do. 
Asphalt rock, chatt, gravel, sand, stone 
Cement__- ‘ dicate - | 10 percent, maximums same as 
Fertilizer and fertilizer material = interstate. 


X-166 (3d)—No action by Arkansas Public 
Service Commission_-_-~_- soseoae 
X-166 (final) (see note)—Authorize d effec tive 
Sept. 1, 1948, except as follows: 

Sand, gravel, stone, aaricuitait lime- 


stone, and clay ; = ae No increase. 
Asphalt rock, chatt, gravel,-sand, stone 
C ement = _— ilies seliciachiissinliia \ 10 percent, maximums same as 
Fertilizer and fertilizer material__. eae interstate. 
Nore.—F ull increase granted effec- Do. 


tive Feb. 4, 1957, as result of decision 
in ICC docket 31660, except as fol- 
lows: Fertilizer and fertilizer ma- 
terials. 
X-168 (1st)—-No action by Arkansas Public 
Service Commission. 





X-168 (final) (see note)—Authorized effec- 
tive Nov. 2, 1950, except as follows: 
Sand, gravel, stone, agricultural lime- 
stone and clay. 
Fertilizer and fertilizer materials______-- 
Asphalt rock, chatt, gravel, sand, stone___ 
Petroleum products and liquefied petro- 
leum gas, in tank loads; also petroleum 
products in packages. 
I a Stiri eRiditcepiai emai meimceaasal 
Note.—F ull increase granted effec- 
tive Feb. 4, 1957, as result of decision 
in ICC docket 31660, except as fol- 
lows: 
Fertilizer and fertilizer materials_ 
Petroleum products and lique- 
fied petroleum gas in tank 
loads; also petroleum prod- 
ucts in packages. 
PUG ha il gh ec 
Limestone, run of crusher, from 
Limedale Spur and Myersville 
Spur, Ark., to Bauxite Junc- 
tion, Ark. 
X-175 (1st)—No action by Arkansas Public 
Service Commission. 
X-175 (2d)—Authorized effective Oct. 25, 
1951, in full. 
X-175 (final) (see note)—-Authorized effec- 
tive Oct. 15, 1952, except as follows: 
Crushed stone (in open cars)—~----------_ 
ne CUR GED GREE cccncnnwetnueoumeia 
Gravel (in open cars)_...-_..--________ 
Tamestone, agricuitural 6 ncnone 
OG i icccdcniiccineneimeiidiidn demas 
Nore.—Full interstate increases 
granted effective Feb. 4, 1957, as re- 
sult of decision in ICC docket 31660. 
X-196—No action as yet by Arkansas Public 
Service Commission. 
X-206 and X-206 (final)—No action as yet by 


Arkansas Public Service Commission. 





COLORADO 


X-—162 (final) (see note)—Authorized effective 
Jan. 16, 1947, except as follows: 
Se re 
Ore and concentrates from the Cripple 
Creek district to Colorado Springs. 
NoTe.—F ull increase granted effec- 
tive Aug. 20, 1953, as result of decision 
in ICC docket 30959. 
X-166 (1st)—Authorized effective Nov. 20, 
1947, in full. 
X-166 (2d)—No action by Public Utilities 
Commission of Colorado. 
X-166 (3d)—Authorized effective June 16, 
1948, except as follows: 
BNE IN aie cnlas itt Rigel ni dleiemmien 
Sugar beet, final molasses___________-_ 
0 a eee sc i a la 


Ganister rock and limestone___-..---.... 


Dolomite, crude, not roasted____-.--___-_ 


1 Full increase granted effective July 29, 1948. 
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No increase. 


Do. 


6 percent. 


No increase. 


Do. 


10 percent, maximum 6 cents 
per hundredweight. 

10 percent, maximum 33 cents 
per net ton. 

10 percent, maximum 33 cents 

net or gross, a8 


per ton, 
rated. 


X- 










6 cents. 


33 cents 


33 cents 


ross, 





as 











Aug. 21, 
Sugar 
Sugar 


Ganister rock and limestone 


Dolomi 


X-166 (final) (see note)—Authorized effective 


1948, except as follows: 
Oe ea sae \ 
beet, final molasses____________-- 


te, crude, not roasted 


Nore.—Full increase granted effec- 
tive Aug. 20, 1953, as result of decision 
in ICC docket 30959. 
X-168 (l1st)—No action by Public Utilities 


Commissi 


on of Colorado. 


X-168 -(final) (see note)—Authorized effective 


Septembe 


Ganister 
Ice from Rollinsville to Denver 


Limestone (limerock ) 


Beet sugar, final molasses__..____-___-_--_-. 


r 1, 1950, except as follows: 


DUET: EGU iscsi sees Be Se 
Nore.—Full increase granted effective Aug. 

20, 1958, as result of decision in ICC docket 

80959, except as follows: Ice from Rollins- 


ville to 


Denver. 


X-175 (1st)—No action by Public Utilities Com- 
mission of Colorado. 


X-175 (2d) 


except as 


—Authorized effective June 30, 1952, 


follows: 


Beet sugar, final molasses................... 


Cement 


Ganiste 


r 


Limerock and/or limestone_________-------_-- 


Sugar beets 


X-175 (fina 
in full. 


1)—Authorized effective Dec. 14, 1953, 


X-196 (final) —Authorized effective May 28, 1956, 


in full. 
xX-206—Aut 
X-206 (fina 


horized effective Aug. 10, 1957. 
1)—No action as yet by Publie Utili- 


ties Commission of Colorado. 









X-162 


(final) 


ILLINOIS 





(see note)—Authorized effective 


Jan. 1, 1947, except as follows: 


Class rates 


Rates on 1. c. 1. and a. q. shipments__________~. 


Line-haul rates on note 5 commodities 
Corn sirup and corn starch 


Coal from southern Illinois mines to Alton- 
East St. Louis-Wood River area. 
Rates on coal from and to certain other 
specified origins and destinations. 
Note.—Pursuant to carriers’ 13th 
section petition, the Illinois Com- 
merce Commission held further hear- 


ing 


and granted increases in full, 


effective May 1, 1947, except as fol- 


low 


s: Coal from southern Illinois 
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mines to Alton-East St. Louis-Wood 
River area, and coal from and to cer- 
tain other specified origins and des- 
tinations. 


No increase. 


10 percent, maximum 30 
cents per net ton in open- 
top cars, and 60 cents per 
net ton in closed cars. 


No increase. 


20-percent increase. 


15 cents per ton. 


Do. 
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X-166 (1st )—Authorized effective Oct. 22, 1947, 
except as follows: 
Bituminous coal from certain origins to 
specific destinations. 

ee en Pe es aa 
Limestone, ‘agricultural... 5..----____--. No increase. 
Stone, crushed, ground, or pulverized_____ 
My ss os oe nn te ee Sine, se eee eA oe 
Sand (other than sands of value)__-_--- 


X-166 (2d)—No action by Illinois Commerce 
Commission. 

X-166 (3d)—Authorized effective May 27, 1948, 
except as follows: 


Bituminous coal from Illinois mines to 20 cents per net ton. 
Alton-East St. Louis-Wood River dis- 
trict. 


Fluorspar _. Skea ee ae 
sAVeRtOce... sshotwsdt ot 4S =- 3-3 aio 
Linseed oil, meal and cake__ ~~. 
Soybean oil, meal and cake__________-.-- 





25 percent. 


a ik Coen eee =e55 ] 
FAmoestone, AgMicniturel.. 22.2025 222—.4245 10 percent maximum, 30 cents 

Sand (other than sands of value) ____~_- io | per net ton. ) 
Stone, crushed, ground, or pulverized____-_- 

X-—166 (final) (see note)—Authorized effective Bit 
Oct. 7, 1948, except as follows: t 
Bituminous coal from Illinois mines to 20 cents per net ton. X 

Alton-East St. Louis-Wood River dis- ] 
trict. 
Fluorspar from Rosiclare to numerous dis- 79 cents per net ton. i 
tinations in Illinois. . 
Livestock : x Eh, ci alee eta i 
Linseed oil, meal and cake___-___----____ 25 percent. | 
Soybean oil, meal and cake________ -____- 
PAVE) Qo oc okdnnntdnenebettincsecmeeeeun. ) 
Limestone, agricultural__________________ 10 percent ; maximum, 30 cents 
Sand (other than sands of value) .------ per net ton. | 
Stone, crushed, ground, or pulverized___-_ _ | x 
Nore.—Effective Feb. 15, 1949, bitu- | 1 


minous coal from Herrin, West Frank- 
fort, ete., to Alton-East St. Louis-Wood 
River district—increase 35 cents per 
net ton; from Herrin, West Frankfort, 
ete., to points intermediate to Alton- 
East St. Louis-Wood River district x 
increase 15 cents per net ton; also 
various increases from certain mines 
to certain destinations. 
X-168 (1st)—Authorized effective Jan. 20, 1949, 
except as: follows: 
Bituminous coal from certain mines to | 
certain destinations in Illinois. 
Gravel _....- sae ee caterer ae dated ena rah 
Limestone, agricultural__.....--__._____- 
Sand (other than sands of value)________ 
Stone, broken, crushed, ground, or pul- 
verized. 
Grain, grain products, grain byproducts _) 
(also articles taking grain, grain prod- 
ucts and grain byproducts rates). 5 percent. 
INS, a Sines desdidacds\ head. tes ieee ae aa 
Soybean oil, cake, and meal_____________- 


No increase. 








‘ents 


rents 
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Authorized effective Sept. 15, 


(final) 

1949, except as follows: 
OR a a 
Limestone, agricultural_._.....______ ‘a 
Sand (other than sands of value)___-~- 


X-168 


Stone, broken, crushed, ground, or pul- 
verized. 

Bituminous coal, from certain mines in 
Illinois to certain stations in Illinois. 
Grain, grain products, grain byproducts 
(also articles taking grain, grain prod- 

ucts, and grain byproducts rates). 


Linseed oil, meal, and cake____--_--__---- 
OG NB dn tanaka ania gwstan dekh 
Soybean oil, cake, and meal____----__---- 
Bituminous coal from certain mines in 


Illinois to Alton, East St. Louis, Wood 
River district. 
X-175 (2d)—Authorized 

Commission. 
X-175 (2d)—Authorized 
1951, except as follows: 
Where provision is made for 
% percent, apply 6-percert 
lieu thereof. 
tituminous coal from certain mines in Illinois 
to Alton-East St. Louis-Wood River district. 
X-175 (final)—Authorized effective May 2, 
1/52, except as follows: 
aia et al 
Soybean cake, and meal__-______~- is 


effective Nov. 3, 


effective Nov. 3, 


increase of 
increase in 


Linseed oil, cake, and meal s , 
Effective May 17, 1952, where the 
rate on bituminous coal is 157 cents 


or less, per net ton, to points in the 
Alton-East St. Louis-Wood River dis- 
trict, the increase is 16 percent per 
net ton. 
X-—19 (final)—Author 
1956, except as follows: 
Sand, gravel, and crushed stone, including 
agricultural limestone, in open-top cars. 
Soybeans seal i 
Soybean cake, and meal__ ieee es 
Linseed cake and meal ; ea 
X-206—Authorized effective Feb. 2, 1957, ex- 
cept as follows: 


ized effective Mar. 22, 


Industrial sand, and other sands 

Gravel laa ra = 

Crushed stone__ ‘oil Fe dtl 
Agricultural limestone____- seni aa 


Bituminous coal from Bracerville, Braid- 
wood, and Mullen, Ill., to certain points. 
Soft coal from Bryant, Fiatt, St. David, 
Fairview, and Astoria, to South Liver- 
pool, on shipments for movement beyond 
South Liverpool via barge 
Soybeans ? saiegaaibigs iblenniasiiie rei 
Soybean cake and meal- 
Linseed cake and meal ; 
X-206 (final)—Authorized effective Oct. 22, 
1957, with exceptions sand, gravel, 
crushed stone, ete. 


on 
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No increase. 


9 percent. 


12 cents per net ten. 


= "5 . 0 ital aie ie ” 


\ 8 cents per net ton. 


Increase not to exceed increase 
in rates on grain and grain 
products. 


> No increase. 
Increase not to exceed in- 
creases in rates on grain and 
grain products. 


{ 


No inerease. 


Increase not to exceed in- 
creases in rates on grain and 
grain products. 
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KANSAS X-166 
- ‘ : Nov 
X-162 (final) (see note)—Authorized effective B 
Feb. 18, 1947, except as follows: 
i kcikccanineiiiadenccnipamecntaatauae aca, \ 
se a og SS crteeetion eich A 
i on H 
we broken, ground, een cibdueenitcad 5 cents per net ton over rates S 
ee in effect on June 30, 1946, r 
Agricultural or ground limestone_____-_-_- G 
(open-top cars) B 
Roadbuilding aggregates.___...._..._____-__- C 
Brick and articles taking brick rates, as 10 percent above rates in ef. 
described in item 10 of WTL Tariff fect June 30, 1946. C 
186-F. 8 
Nh eke Se toe aL No increase. 
NN ac teresa la ic iste ecadin ec cen Do. 
Nore.—Full increase granted effec- 
tive May 25, 1950, as result of decision x 
in ICC docket 30035, except as follows: L 
| ES a Do 
I I ac cencetlidineiae ronan ; 
I i ceittincncnstthnaeieticintae 5 cents per net ton. 
Clay drain tile—varying increases 
ranging from % cent to 1% cents. 
X-166 (1st)—Authorized effective Apr. 15, 
1948, except as follows: 
Agricultural limestone, in open-top-cars_-_ 
IT Wiis citi ntinnmninwmmemis = 
SS No increase. 
On ND incscttineecatincisati cine eaicniccich nicest X-16 
i haa ci dies ermal tio 
la aaatiicilh Sicsinaciacaiinitiath mina ebicniaeenaeine X-16 
I I a ciaciesialipitgshisiihitiens ie daciuikaniaeidieoniasane 5 cents per net ton. fec 
Stone, broken, ground, or crushed_____-_~- (a) 
Chatt and roadbuilding aggregates_____-_- pel 
X-166 (2d)—No action by State Corporation ma 
Commission of Kansas. cre 
X-166 (3d)—Authorized effective July 1, 1948, 7 
except as follows: ( 
Agricultural limestone, in open-top cars__ ( 
SCORDOUS CORL......cnnccnne sacar 
a a Sms occhntenmn sn guceiaatinetamecbecntius No increase, 


I ig hc Sacnnsenntinsasiagigs mekcidea ‘ 
Protective service against heat and cold_- 


Be thin ctitecehngslericts nudes 5 cents per net ton. 

Stone, broken, ground, or crushed____--~-~ 

Chatt and roadbuilding aggregates______- 

Iron ore and iron sinter................. 10 cents per net ton. 

Grain, grain products, and related articles. 10 percent. 

Coal, viz: Anthracite, bituminous, coke, lig- 10 cents per net ton or 11 cents 
nite, and lignite coal briquets. per gross ton. 


2 Granted 20-percent increase effective Feb. 15, 1949. 
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X-166 (final) (see note)—Authorized effective 
Nov. 13, 1948, except as follows: 

Between points in group 6 of note 9, apply 
table 3 (20 percent in lieu of table 5 
(22% percent). 

Agricultural limestone 


No increase. 


20 percent. 


10 percent; maximum same as 


interstate. 
Cement 


Sand, gravel, chatt, chatt sand, fluxing } 
stone, stone, broken, ground, or crushed, ; 5 cents per net ton. 
and road-building aggregates. J 
NoTE.—Full increase granted effective 
May 25, 1950, as result of decision in ICC 
Docket 30035, except as follows: 
renee si a el ] 
No increase. 


Clay drain tile 10 percent; maximum 3 cents 
Clay sewer pipe per 100 pounds. 


Lignite coal and lignite coal 10 percent ; maximum 20 cents 
briquets. net and 22 cents gross ton. 


Cement—20 percent ; maximum, 
4 cents per 100 pounds. 

X-168 (1st)—No action by State Corpora- 
tion Commission of Kansas. 

X-168 (final) (see note)—Authorized ef- 
fective Dec. 16, 1949, except as follows 
(apply 8-percent increase in lieu of 9- 
percent increase wherever provision is 
made for application of 9-percent in- 
crease) : 

Brick and articles taking brick rates__ 
Cement 


Drain tile, clay, and articles grouped 
therewith. 


No increases, 


Petroleum and petroleum products___-- 
I COGN i siiiecisii cia tcncinvalsntintaaitais 


Sewer pipe, clay, and articles grouped 
therewith. 
Stone, crushed 
Sugar beets 
Notre.—Full increase granted ef- 
fective Nov. 6, 1952, as result of de- 
cision in ICC docket 30869, except 
as follows (to all rates and charges, 
except as provided below, apply 
8 percent) : 
Sugar beets 
a at aad laser 
Cement 
Petroleum and petroleum prod- 
ucts. 
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X-175 (i1st)—No action by State Corpora- 
tion Commission of Kansas. 
X-175 (2d)—Authorized effective Feb. 7, 
1952, except as follows: Cement. 
X-175 (final) (see note)—Authorized effec- 
tive Mar. 6, 1953, except as follows: 
Cement____- ia eee eee os ls 
Agricultural limestone.....__-_-__--__- 
SO ene 
Clay drain tile and articles grouped 
therewith. 
Clay sewer 
therewith. 


pipe and articles grouped 


Petroleum and petroleum products___ ~~ 
cicada ace etait a ener a 
I iii icc etsicininnies nneata mi encalenenaeen 
Nore.—Full increases granted ef- 
fective Sept. 23, 1954, as result of 
decision in ICC docket 31274 (ex- 
pires Dec. 31, 1955). Expiration 
date canceled and full increase be- 
came effective Jan. 1, 1956, except as 
follows: Cement. 
X-196 (final) see note)—Authorized effective 
July 25, 1956, except as follows: 
Agricultural limestone__-_-_-_ 
Agricultural products______-_- 





EE a ee ee ae eee 

Clay sewer pipe and articles 
therewith. 

Ns uastekea ads acenin as 

i ta a is 

Livestock_.._..__- i aitnttn kana Sens 

Milk and cream___..__-~-_- emcnanaia mare 


NoTe.—15th section petition pend- 
ing to eliminate exceptions in ICC 
docket 32067. 

X-206 and X-206 (final)—Authorized effec- 
tive May 20, 1958, except no increase on 
sand, gravel, stone, brick, sewer pipe, coal, 
petroleum and products, liquefied petroleum 
gas and cement. 


LOUISIANA 


X-162 (final)—Authorized effective Mar. 1, 
1947, except as follows: Asphalt coated 
sand, gravel, stone, and chatts.* 

X-166 (1st)—No action by Louisiana Public 
Service Commission. 

X-166 (2d)—Authorized effective Mar. 1, 
1948, except as follows: 

ical cecacide nsgs adiestictaleeuninda staan ob 
re a 

X-166 (3d)—No action by Louisiana Public 

Service Commission. 


® 6-pereent increase granted effective Feb. 15, 


= 


| 
| 
| 


1949, 
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No increases. 194 


Do. st 


6 percent. 


No increase. E 


oat 


Do. 


a 
shen THT THs Oe 


X-17 
Se 


No increase. 


Do. 
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X-166 (final)—Authorized effective Oct. 1, 20 percent. 
1948, except as follows: Grain and grain 
products. 

Effective Feb. 15, 1949, increase on 
lignite coal and lignite coal briquets re- 
stricted to 10 percent; maximum 20 cents 
per net ton and 22 cents per gross ton. 

X-168 (1st)—No action by Louisiana Public 
Service Commission. 

X-168 (final) (see note)—-Authorized effec- 
tive Sept. 1, 1949, except as follows (apply 
8 percent in lieu of 9- or 10-percent increase 
wherever provision is made for latter in- 


creases) : 
ace semenieint sis ad ile eat ae et 
Asphalt coated rock, sand, and gravel 
a acacia cell cain eat ate accent a acne ida 


Brick, viz: common, building or face, and 
NONE IR DURRUNGS SONOS oie dc cpegeteeesiintone 
Gt ROOE Sienna 
NON aha cele sd sai Relic a 
Cottonseed cake, meal, hulls and bran__-. No increases. 
j IR ga Sdn coca tes eiaiaate casemate sikaieiiioes 
Sand, gravel, and related articles__ 
| idee I ah ieee 
Soybean cake and meal____-__~_- 
BUGEE, FAW ONG TOAD .6 nets 
a chbnndimieceeaate | 
NoTe.—F ull increase granted effec- 
tive May 17, 1954, as result of deci- 
sion in ICC docket 31163, except as 
follows (asphalt--except between 
New Orleans on the one hand and 
Baton Rouge, North Baton Rouge, 
Noreo, and Destrehan on the other 
hand, apply 8-percent increase) : 
Cattle feed, consisting of not less 
than 65 percent of cottonseed 
. meal and cottonseed hulls or 
| soybean meal. 
Pulpwood___- SS tare a a Do. 
Tarwood or wastewood, used for 
recovery of rosin, turpentine 
and naval stores. ) 
X-175 (1st)—No action by Louisiana Public 
Service Commission. 
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X-175 (2d)—Authorized effective Mar. 31, 
1952, except as follows: 
iti add nibaeiteie Sadi cheiaebeisibendeniee 
PN eg Sih ha ene ell i cedictphinseimerene 
Brick, viz: common, building or face and 
hollow building tile. 
Cattle feed, consisting of not less than 
65 percent of cottonseed meal and cot- 
tonseed hulls or soybean meal. 


iin adeicnicinn sa stains ncctnsinentgie eed omne et cencen 
Cottonseed cake, meal, hulls, and bran__--- No increase. 
ga tiiainssteisnceacantcinsthcacieaninesteae mapemcctetaoons 
Sand, gravel, and related articles, and 
asphalt-coated rock. 
isto dniniainccaannienh anime eens amma 
OP ORM GEIS OF MOOR) 5 ietencnenceen 
BRSAr, SOW GEO TOE cs. ccocccccccc. 
RIN sie oo oe eee Es ee 
Tarwood or wastewood used for recovery 
of rosin, turpentine, and naval stores. 
X-175 (final) (see note)—Authorized effec- 
tive Oct. 10, 1952, except as follows: 
ial ik thnk ill ecreniesiccescsinesinnnsiteninlptnreloxtebensegeme 
NS casita dphatthdidanieicctetitia ts ciaicilactcantabrisanaatiiene 
Brick, viz: common, building or face and 
hollow building tile. 
Cattle feed, consisting of not less than 
65 percent of cottonseed meal and cot- 
tonseed hulls or soybean meal. 





I ci he bhi cand hota meteaeanerionmehdiie 

Cottonseed cake, meal, hulls, and bran___- De. } 
NS iain al nictaccnenccsattem ainda | 
Sand, gravel, and related articles and 

asphalt-coated rock. 

icant a uae bpeeenen 
popean Cike or meel.......i...........--« 
Sugar, raw and refined 


ORT isiriire ckidtachieslitnapinence < 
Tarwood or wastewood, used for recovery 

of rosin, turpentine, and naval stores. « 
Clay and shale cinders_.......__.________ X-1 
Fertilizer and fertilizer materials______ 8 
i echelon lca ch hein Z X-] 
Petroleum products_________-__________ 6 percent. ¢ 
Sulfur 


Notre.—Full increases granted ef- 
fective May 17, 1954, as result of 
decision in ICC docket 31163, ex- 
cept as follows: No increase on cat- 
tle feed, consisting of not less than 
65 percent of cottonseed meal and 
cottonseed hulls or soybean meal. 
The increase on fertilizers and ferti- 
lizer material will be 6 percent. 


“Granted 9-percent increase effective Oct. 15, 1952. Canceled effective Mar. 1, 1954. 
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X-196 (final)—Authorized effective Nov. 1, 
1956, except as follows: 
Nn de caste else dpsidexedena daca vadietas midst shdinta 
TCR IRS. MORIN inc cc ccnncnnccos 
Cinder, ciny, OF einee2c.. 22-5 
Fertilizer and fertilizer materials____—-_ 
Liquefied petroleum gas_____----___--~_- 


SR TI. ook cn ch ddcctemecdbcabekcioaenntnat 
Sulfuric acid 
CI luis ah nt ct betes at andiae ona eee 
X-206 and X-—206 (final)—Authorized effec- 
tive Jan. 1, 1958, with exceptions on 
numerous commodities. 


MISSISSIPPI 


X-162 (final) (see note)—Authorized effective 
Jan. 1, 1947, except as follows: 
Cottonseed cake, meal, hulls, tungnut meal_ 
Cotton, in bales, 10 percent; maximum, 10 
cents per hundredweight. 
Minimum charge per l. ¢c. l. shipment, 75 
cents. 
Pickup and delivery rates, 20 percent. 
Subsequently, effective July 24, 1947, in- 
creases on sand, gravel, and related 
articles, as described in item 400, SFA 
Tariff 388-G (including agricultural 
limestone, but not including expanded 
slag), when in open-top cars, restricted 
to 20 percent; maximum, 15 cents per net 
ton. 
Notre.—F ull increase granted effec- 
tive July 15, 1951, except as follows: 


Cattle feed 
I I neces sccahitdcoennencetuniteniesal 
Soybean cake or meal 


X-166 (ist)—Authorized effective Dec. 15, 
1947, on petroleum and petroleum products 
only. 

X-166 (2d)—No action by Mississippi Public 
Service Commission. 

X-166 (3d)—Authorized effective May 8, 1948, 
except as follows: 


I ccna ia cst in secs tabs 
Brick and related articles_._..._._-._-___ 
CORDS: TRS. cen ckicnicwnikncdmpeetiodewe 
I iin tec reivscnes Sins Mach oa noes ee 
Cottonseed cake, meal, hulls, bran______-- 
a a i a rs 
Roadbuilding material__..........-_..... 
Sand, gravel, and related articles_________ 


NN ia a cacao gs ancora waleonsaes 
Soybean cake or meal 
OIE: CO asd en cto ale eaentcgctainsl 
Billets and bolts, wooden; 
Wood, viz: Pulpwood, fuelwood, 
tarwood 


No increase. 


10 percent. 


No increase. 


10 percent. 
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X-166 (final)—Authorized effective Oct. 15, 
1948, except as follows: 
RR ene ee ee ee 
a aa bia oe re 
Road building material... ~~ ete 
Sand, gravel, and related artic re 
Brick and related articles_____-~~_ 2 ee 10 percent. 
| _ | eee -nosemepopabeieliaton 
Cottonseed cake, meal, hulls, bran ° a 
sid rns oc nicinsead nlp madaeara aan aes 
Soybean cake or meal__. SN eee / 
X-168 (ist)—Authorized effective Feb. 18, 
1949, in full 
X-168 (final) —Authorized effective Oct. 12, 
1949, exe ept as follows: 
EE ics hihi ic cent 
Brick, viz: Common building or face and | 





No inerease. 


hollow building tile.‘ 
Cattle feed, consisting of not oe than | 


65 percent of cottonseed meal and 
cottonseed hulls or soybean a : 
Cottonseed ®_._..____________ Se 6 percent, 


Cottonseed cake, meal, hulls, °..-_-.-_._-___ 
Cottonseed bran__--_____-_-_ sla iataaariadt 
Lumber and articles taking same rates____ 
Soybeans____- i eee i, 
Soybean cake Of mee)... ..<~- neds mitignnn | 
Wood, viz: Pulpwood______-~_- ) 
X-175 (1st)—No action by Mississippi. P ublic 
Service Commission 
X-175 (2d)—Authorized effective Oct. 12, 
1951, except as follows: 
PN A sb nici iairecacaceieaitict ethene aa Renae ) 
i tliat nc teerlitieR ices 
Cattle feed, consisting of not less than | 
65 percent of cottonseed meal and cot- 
tonseed hulls or soybean meal. a 
I ie aac acre No increase. 
Cottonseed and products______--_-____-_ aie 
Fertilizer and fertilizer material___.____ - 
Sand and gravel and related articles______ 
Soybeans and products____-.--.-..____- 
i ee ne daicaniies : 
X-175 (final)—Authorized effective Oct. 15, 
1952, except as follows: 





srick, and related articles________ ee Do. 
Sand, gravel, and related articles________~- 
( ‘attle feed, consisting of not less than 65 
percent of cottonseed meal and cotton- 
seed hulls or soybean meal_____________ 
Cottonseed and products thereof________- 
Fertilizer and fertilizer material________- 6 percent. 
Lumber and articles taking same rates____ 
a ca 
Refined petroleum in tank cars__.__------ 
Soybeans and products thereof________- i 
°> Subject to full interstate inerease effective May 23, 1951. 
® Subject to 20-percent increase effective Jan, 1, 1950. 
7 Subject to full interstate increase effective Jan. 1, 1950. 
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X-196 (final)—Authorized effective Noy. 15, 
1956, except as follows: 
Brick, and related articles taking brick 
NG ees De en ee os 
Cattle feed, consisting of not less than 65 
percent of cottonseed meal and cotton- 
seed hulls or soybean meal___-_-_------ 
Cottonseed and products thereof_________~- No 
Fertilizer and Fertilizer material, includ- 
ing articles taking fertilizer rates also 
including acids and other liquid mate- 
rials used for fertilizer purposes_____.-~ 
Sand and gravel in open-top cars__..-.--- 
Soybeans and products thereof_________-_- 
X-206 and X-206 (final)—Authorized effective 
Dec, 9, 1957, with some exceptions. 


increase. 


MISSOURI 


X-162 (1st)—Authorized effective Mar. 19, 
1947, except as follows: 

Agriculture or ground limestone, in open- 

Se is ile: le: Bc Bi cee ncees cieestatbernctesiowtavaronncdeettenetoree 

ROE: Bik ice entescneicnengneicntnnneameneeeins 
Wr aie led itn eccee masse erones 
oo, Se St Oh See eee ee 
BR ls Gi Bee Dia: cc ararenns ren cepaianbaen aaienibiaies 
Stone, broken, ground or crushed, n. 0, i. 

Wd. Wiccan ts secachanc-icp asih ses cc tianaepeaaip Mae aimnicin aa 
I Fe a ces cicstininivass eseetetinmimentehaineeein 
Articles moving under rates in item 90, 

WTL tariff 237-G (roadmaking material, 

CD ie tinisinteidaraietinniiesnceiedasnvtcseginnteaBacaepda intimate tain 
Asphalt (natural, byproduct or petroleum) _—_~- 
Cement, hydraulic, masonry, mortar, natural 

or portland. 

Tar, coal; tar, petroleum; tar, n. o. i. b. n_- 
LCL motor compelled class rates in wo 20 
tariff 298-G. <0 percent. 
Minimum charge for single shipments______- 75 cents. 
Subsequently, effective Jan. 29, 1949, excep- 
tions to the full interstate increase were 
amended, as follows: 
ROU Me icc cs contac abate ihe databace area 
CORT, CRI vested cticersigpssetteion date ise eotieveccai 
Limestone, agricultural, in open-top cars_ 
Limestone, broken, crushed, ground, or 
pulverized, in open-top cars. 
Sand or gravel, in closed cars___________ 
Stone, marble or granite, in bulk, in open- 
top cars, Viz: 
Broken, crushed or ground, n. o. i. 
b. n., other than roofing chips, 
roofing granules or terrazzo mate- 
rial. 
Chatts__- ai iiabmsmnas 
Chips or waste, n. 0. i. b. n., other 
than roofing granules or terrazzo 
material. 
CS 
RECN DUOETE, Shi hi Be ce 
X-162 (final) (see note)—Authorized effective 
Mar. 19, 1954, except as follows: 
Sand (river) and gravel, in open-top cars,| 
from Pacific to St. Louis, Mo.’ f 
Switching charges also absorptions on sand | 


10 cents per net ton. 


20 percent; maximum, 40 
cents per net ton. 


10 percent; maximum, 15 
cents per net ton. 


Do. 


(river) and gravel at Pacific and St. Louis, 
Mo. 
§ Restrictive increases eliminated effective July 28, 1955. 


28621—58 29 


25 percent. 











X-162 (final), ete.—Continued 
Minimum or net line-haul revenue in con- 
nection with absorption of switching 
charges on shipments of sand (river) 
and gravel at Pacific, Mo.° 
Note.—Full increase granted as re- 
sult of decision in ICC docket 31003. 

X-166 (ist)—Authorized effective No. 15, 
1947, in full. 

X-166 (2d)—Authorized effective Feb. 4, 1948, 
in full. 

X-—166 (3d)—Authorized effective July 1, 1948 
(suspended effective June 29, 1948, and sub- 
sequently withdrawn and canceled effective 
Feb. 7, 1949). 

X-—166 (final) (see note)—Authorized effec- 
tive Feb. 7, 1949, except as follows: 

Grain, grain products, and byproducts__- 

Gravel, sand, stone, broken, ground, or 
crushed, in open-top cars. 

Agricultural limestone, in open-top cars_-_ 

CC antl slr nie se 


Lignite coal and lignite coal briquets___- 


Minimum charge per shipment 1. c. l. or 

a. q. 

Nore.—Full increase granted effec- 
tive Mar. 19, 1954, as result of de- 
cision in ICC docket 31008, except as 
follows: 

Sand (river) and gravel, in open- 
top ears from Pacific to St. 
Louis, Mo.* 

Switching charges also absorp- 
tions on sand (river) and 
gravel at Pacific and St. Louis. 

Minimum or net line-haul reve- 
nue in connection with absorp- 
tion of switching charges on 
shipments of sand (river) and 
gravel at Pacific, Mo.’ 

X-168 (1st)—Authorized effective Apr. 25, 1949, 
restricted not to execed 4 percent. 

X-168 (final) (see note)—Authorized effective 
Dec. 15, 1949, except as follows: Apply 8 
percent increase in lieu of 9- or 10-percent 
increase wherever provision is made for appli- 
tion of the latter increases. 

NoTe.—Full increase granted effective 
Mar. 19, 1954 as result of aecision in ICC 
Docket 31003, except as follows: 

Sand (river) and gravel, in open-top 
ears from Pacific, Mo., to St. Louis, 
Mo.* 

Switching charges also absorptions on 
sand (river) and gravel at Pacific 
and St. Louis, Mo. 

Minimum or net line-haul revenue in 
connection with absorption of 
switching charges on shipments of 
sand (river) and gravel at Pacific, 
Mo.® 
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20 percent. 


Do. 


10 percent; 


maximum, 


cents per 100 pounds. 


1% 


10 percent ; maximum, 20 cents 
per net ton and 22 cents per 


gross ton. 


\ No increase. 


| 10 percent; maximum, 


| 


cents per 


20 percent. 


8 percent. 


Do. 


Do. 


* Restrictive increases eliminated effective July 28, 1955. 


100 pounds. 


1% 


xX-— 


e 
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X-175 (1st)—No action by Missouri Pacific 
Service Commission. 

X-175 (2d)—Authorized effective Feb. 11, 1952, 
escept as follows: Apply 6 percent in lieu 
of 9 percent on class rates in IFA Tariff 50—A. 

X-175 (final) (see note)—Authorized effective 
Sept. 15, 1952, except as follows: 

Bituminous coal, and articles taking same 
rates. 


6 percent maximum, 20 cents 
per net ton and 22 cents 
gross ton. 


Sand and gravel, in open-top cars, crude, fire 
clay. 
Cinders °° ee ees ee! 
Dolomite, crude, not roasted *_______- 
Limestone, agricultural ° otha dein 
Limestone, broken, crushed or ground * _} 6 percent in open-top cars. 
Mari, agricaltural ”................. 
Marl, ground or unground °_ 
Pumice, crude °_________ 
Stone, broken, crushed or ground °____ 
Stone, fluxing °___ 
Note.—13th section petition pending 
to eliminate exceptions in ICC docket 
82010. 
X-196 (final) (see note)—Authorized effective 
Mar. 27, 1956, except as follows: 
Aggregate, concrete, sand__- ; ; : 
Aggregate, sand and gravel______ Ms ____ ¢ In open-top cars. 
Gravel, common ___-__- a ; oi aoe 
Stone and rock, broken, ground or crushed, 
as described in (Commodity Group 329). 
Cinders- 5 
Clay and bentonite as described in (Commod- No increase. 
ity Group 323). 
Switching rates and charges on sand and 
gravel at Pacific and St. Louis, Mo. 
Nore.—13th section petition pending 
to eliminate exceptions in ICC docket 
32010. 
x-206—Authorized effective January 12, 1957, 
except as follows: 
Sand and gravel as described in (Commodity 
Group 327). No increase in rates and 
Stone and rock, broken, ground or crushed, eharges (line-haul or 
as described in (Commodity Group 329). switching) .™ 
(in open-top cars). 
X-206 (final )—Authorized effective Mar. 20, 1958, 
with exceptions on road aggregates, clay, fer- 
tilizers, and coal. 


NEBRASKA 


X-162 (final) (see note)—Authorized effective 
Jan. 1, 1947, except as follows: 
Sugar beets. ; No increase. 


Beet sugar final molasses 
Wet beet pulp_-_-_--- . 
Rates in WTL Tariff 382-C ”_____- Do. 
Minimum P. U. & D. rate or minimum Do. 
charge per shipment in connection with 
Lc. 1. commodity rates.” 


® Added to list of exceptions effective Nov. 20, 1952. 

1 Removed from list of exceptions effective Feb. 28, 1954. 

11 By supplemental report, carriers granted a 3-percent increase effective Mar. 15, 1957. 
2 }'ull increase granted effective May 12, 1947. 
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X-162 (final), ete.—Continued 

Sand, gravel, or stone, broken, crushed, or Table 2 (15 percent) as maxi. 
ground, when moving in 10-car_ ship- mum, 
ments; also in connection with switch- 
ing charges in connection with said 10- 
car shipments.” 

Sand (other than sands of value) ___- 

NO atdb atthe i i cei | 

Stone, broken, crushed, or ground 

Agricultural or ground limestone ________.- 
Notre.—Full increase granted effective No increase. 

May 1, 1953, as result of decision in ICC 

Docket 30960, except as follows: L. c. l. and 

a. q. rates in WTL Tariff 382-D. 


10 percent ; maximum, 15 cents 
per net ton, in open-top cars, 


X-166 (ist)—Authorized effective Oct. 14, 1947, Do. 
except as follows: Rates in WTL Tariff 
882-C. 


X-166 (2d)—No action by Nebraska Public 
Service Commission. 
X-166 (3d)—Authorized effective June 1, 1948, 
except as follows: 
Rates in WTL Tariff 382—C__.__________- 
Cement, hydraulic, portland, or natural 
Sand, gravel, stone, broken, crushed, or No increase, 
ground, including agricultural or ground 
limestone, in open-top cars. 
X-166 (final) (see note)—Authorized effec- 
tive Aug. 21, 1948, except as follows: 
Rates in WTL Tariff 382-C *_...._.-.._ 10 percent. 
Cement, hydraulic, portland, or natural”. 10 percent; maximum, 6 
eents per 100 pounds. 
Sand, gravel, stone, broken, crushed, or No increase. 
ground, including™ agricultural or 
ground limestone, in open-top cars. 
Note.—Full increase granted ef- Do. 
fective May 1, 1953, as result of de- 
cision in ICC Docket 30960, except 
as follows: Rates in WTL Tariff 
382D. 
X-168 (1st)—No action by Nebraska Public 
Service Commission. 
13 Full increase granted on shipments moving in 10-car lots; however, switching charges 
in connection with said 10-car lot shipments restricted to 10 percent, effective Feb. 15, 1949, 
14 Added to list of exceptions effective Feb. 15, 1949. 
15 Full increase granted effective Feb. 15, 1949. 
16 Maximum increase of 6 cents reduced to 4 cents effective Feb. 15, 1949. 


17 Full increase granted on agricultural or ground limestone, in open-top cars, effective 
July 16, 1951. 


\ 10 percent. 


xX-) 
ti 


X-1 
1! 
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X-168 (final) (see note)—Authorized effec- 
tive Oct. 21, 1949, except as follows: 
Rates in WTL Tariff 382—D__...._..... No increase. 
Cement, hydraulic. masonry, mortar, 
natural, or portland. 
Sand (other than sands of value), 
gravel, or stone, broken, crushed, or 
ground, including agricultural or 
ground limestone, in open-top cars. 
Absorption of charges for switching, 
subject to stated minimum or net Do. 
line-haul revenue on sand (other than 
sands of value), gravel or stone, 
broken, crushed, or ground including 
agricultural limestone, in open-top 
cars. 
I a a 
Rates on limerock used for clarification 
purposes in the manufacture of sugar. 

Notr.—Full increase granted ef- Do. 
fective May 1, 1953, as result of de- 
cision in ICC docket 30960, except 
as follows: Rates in WTL Tariff 
382-D. 

} X-175 (1st)—Authorized effective Apr. 4, 1951, 
except as follows: 
Cement _-_-_-~- wp diceint hettc nt ele 
IT ns estes ta ci aeteaaenseiaieinaiencants 
WOE DOGG a icasitinteci tig nn stieens eed 
Beet sugar final molasses___.___________ 
Sand and gravel in open-top cars___---_- 
Switching charges and absorptions in con- 
nection with 10-car shipments. 
L. c. 1. rates in WTL Tariff 382—D________ 
X-175 (2d)—Authorized effective Nov. 16, 
1951, except as follows: 
ik. kt cetitiiidedin Cag danéinemaweindiean 
Ne: | DOWN oe tenteicadbcccialie 
Tt, I I iat ccn’ccimnninin th orienta seated 
Beet sugar final molasses___.__._._--__-_ Do. 


Xi- 


nts 
irs, 


Do. 


rges Switching charges and absorptions in con- 
949, nection with 10-car shipments. 
Brick and other clay products made wholly § percent. 
of clay or shale. 
ctive X-175 (final)—Authorized effective Dec. 1, 
1955, except as follows: 
a ate ita aalariintini nists testi na dps cc alaihaiiansieniensnaie tle 
BOSS? DOUR Qn csi cccscd dees 
Le ee ee 
Beet sugar final molasses___.___-._-----_ 
Sand and gravel in open-top cars_...__-- 
Switching charges and absorptions in con- 
nection with 10-car shipments. 
Brick and other clay products made wholly 6 percent. 
of clay or shale. 


No increase. 
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X-196 (final)—Authorized effective Apr. 10, 
1956, except as follows: 
L. c. l. rates in WTL Tariff 382—D____-__- 
10-carload-lot rates on sand, gravel, and 
crushed stone and switching charges and 
absorptions in connection with such 
rates. 
X-206 and 206 (final)—Authorized effective 
Oct. 10, 1957, with various exceptions. 


OKLAHOMA 


X-162 (final)—Authorized effective Aug. 26, 
1947, except as follows: Sand and gravel and 
related articles named in items 1530 and 1730 
of SWL Tariff 162-T. 


X-—166 (1st)—No action by Oklahoma Corpora- 
tion Commission. 


X-166 (2d)—Authorized effective May 3, 1948, 
except as follows: 
Coal from stations in Oklahoma to Harrah, 
Okla. 





No increase. 
Do. 


Subject to increases ranging 
from 5 cents per ton for 20 
miles to 14 cents per ton for 
140 miles, in connection with 
single-line distance rates, 
and for joint-line distance 
rates, 15 cents per ton over 
increased single-line rates, 
subject to maximum increase 
of 15 cents per ton. 


No increase. 


Asphalt, natural, byproduct or petroleum__-_ 
PIGeES, BTANILG POVING... on eterrccus 
RI ind ici hisses cipal i ceienien- etellenngaiiddin aloes tae 


Curbing granite______ laibiicode eee Sa) er a | 


ia al ial aati teen Sl 


I A EN i anti tiie calno mance wae ee 


Sess sscicesmnicn cise cms ne dh on ca aN an 


Stone, marble, or granite______- merapetdnaisd 
RNs MINE oo trcics deena ihetieae suakibe.. 


Taree, (POR Ore... 04 sh cei 


-\No increase. 


Voleanic cinder or Scoria, in open-top cars_-_ 


GR Wsscsausac eben tvaldhaictpndbe Mes et AS tel 

Commodities described in items 20, 25, and 
30 of SWL Tariff 162-T. 

Minimum charge per shipment applicable 
on |. e. 1. traffic. 

Minimum rate per 100 pounds on traffic sub- 
ject to P. U. and D. service. 

Brick and related articles as described in 
items 10 and 20 of SWL Tariff 142-J. 

Manufactured fertilizer... suf. 0. <l.u2.. 





Do. 


Do. 


} 
| 
J 


x 


a 


La 


4a tCik A 


A 


A 
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X-166 (8d)—Authorized effective June 12, 
1948, except as follows: 
Coal from stations in Oklahoma to Hur- 
rah, Okla. 
Asphalt, natural, byproduct or petroleum_ 
Blocks; granite paving... ccna 
SE a eS es 
Curbing granite_.____-_ innit eee 
ee 


ARC sca cece cecaen rai eaoepeenaaen 
ging a ag caw erence oad ages 
r 20 Poca nnnie nna eee eae 
for Foe Sine BIAVOL... 53 cnc see geen 
with aa ~-------------------------------- 
ates plag----------------- am en 
ance Stone, marble, or granite_________ >t 
over a ee ee Sr cas acme 
ates, SOMIUGE, OR: 080i c2.<.6.5.55-nee eee 
ease Volcanic cinder or Scoria, in open-top | 

cars. 


ji ©) ae ke Bl te) Se ne 
Commodities described in items 20, 25, 
and 30 of SWL Tariff 162-T. 
Brick and related articles as described in 
items 10 and 20 of SWL Tariff 742—J. 
Manufactured fertilizers_...._.___- — 
Bultur (Dries) «anche cece 
Ores and concentrates... ss scccene ) 
ClOk] BIE: COCs icccicenncricannmmnee 

X-166 (final)—Authorized effective July 15, 
1949, except as follows: 

Agricultural limestone—10 percent; 
maximum 1% cents per 100 pounds. 
Sand, gravel, crushed stone, ete., con- 

signed to the Oklahoma State High- 
way Commission. 

X-168 (1st)—No action by Oklahoma Corpo- 
ration Commission. 

X-168 (final)—Authorized effective Aug. 25, 
1950, except as follows: 

Petroleum, petroleum products or com- 
modities listed in items 650 and 1180 of 
SWL Tariff 245-E.* 

X-175 (1st)—No action by Oklahoma Corpo- 
ration Commission. 

X-175 (2d)—No action by Oklahoma Corpo- 
ration Commission. 

X-175 (final)—Authorized effective Dee. 15, 
1952, except as follows: Sand, crushed rock, 
and/or gravel. 

X-196 (final)—Authorized effective Nov. 20, 
1956, except as follows: 

Cement__ cesses al alee oc 

Coal destined Pryor (Grand River Dom 
Authority location) or to Dewey, Okla. 

Sand, gravel, crushed rock, in open-top 
cars. 

Asphalt rock and commodities named in 
item 270 of SWL Tariff 55-T. 

Grain and grain products and other com- 
modities named and described in tariffs 
as taking the same rates. 


18 Full increase granted effective Nov. 18, 1950. 


No increase. 


10 percent. 


20 cents per net ton or 
22 cents per gross ton. 


No increase 


Do. 


Do. 


Do. 
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oe x 
X-206—Authorized effective Nov. 11, 1957, ex- ’ 
cept on cement, coal, sand, gravel, stone, ete. : 
X-206 (final)—Authorized effective May 24, 
1958, except on cement, coal, sand, gravel, 
stone, etc. ) 
TEN NESSEE 
X-162 (final) (see note)—Authorized effective 
Nov. 10, 1948, in full. 
Note.—Increase authorized effective 
Nov. 10, 1948, was brought about as re- 
result of decision in ICC docket 20800. 
Prior to such date, the only increase 
granted was on cement and on lumber and 
related articles as described in item 167 
of Tariff of Increased Rates and Charges 
X~-162—A. 
X-166 (ist)—No action by Railroad Commis 
sion of Tennessee. 
X-166 (2d)—No action by Railroad Commis- ) 
sion of Tennessee. ! 
X-166 (38d)—No action by Railroad Commis- 
sion of Tennessee. 
X-166 (final) (see note)—Authorized effec- 

tive March 5, 1950, except as follows: 
Brick and related articles....._.._....___ \ 
i 
tact iach acca hchi cn ectenis aesies a 
RN . 
(ine a nal lie ame ert i 10 percent, subject to author- 

(ait ea a ia eee ech ized interstate maximums, ) 
ve is 
a aa ial ae te rae 
ike nna manta eden 3 
ic ca kcipicccrila cee icsaraciicnitatie ik aes tat tocee) ) as 
eR a ae eres ee oe f 15 percent. . 3 

Note.—-No further increases al- | 
lowed as result of decision in ICC | 
docket 30720. | 

X-168 (1st)—No action by Railroad Com- 
mission of Tennessee. 
X-168 (final) (see note)—Authorized ef- 

fective June 1, 1950, except as follows: 

Phosphate rock for direct application ; 
to the soil. No increase. 4 
Petroleum and petroleum products___--—- | 

Nore.—-No further increases al- 
lowed as result of decision in ICC 
docket 30720. 

X-175 (1st)—No action by Railroad Com- 
mission of Tennessee. 
X-175 (2d)—Authorized effective Feb. 17, 

1952, except as follows: 
Brick and related articles__.......... _. ; 
a aad i 
PernOU MUOGNCU nc nce ccami wns cce 
I aa aerate ig haliniesipahitnsinacewn 
NNN tats ncisccalansietiledetnec caielasstabasiancak lit Do . 
Road aggregates as described in items . i 

400 and 401 of SFA Tariff 388—G. i 
NN ies i tnciinceannnuduakihamw aw ii 
ee I as dais citete rine eens . 


Wood, acid, chemical, pulp, or fuel____-- 
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X-175 (final) (see note)—Authorized effective 
June 15, 1953, except as follows: 


brick and related articles........... 25.5 
Coal witiiln pla inibtiin catia aicnm ell 
Ground or pulverized limestone or marble, 
limestone or marble dust, and granulated} 
or ground agricultural lime slag, in open- 
top cars. 
Phosphate rock (for direct application to the| No increase. 
soil). f 
Road aggregates as described in item 401 of | 
SFA Tariff 388-G, in open-top cars. 


BORON snci5s7icegshsdeswhah-woktniont aseipaichinavanmeamiacei tee nee 
Att MR ccc. send as caenclitiainaninecanedaarareg a weary 
Wood, acid, chemical, pulp, or fuel____~_- ----| 
I ce ee ais wssin agile seilaiieeis Aisin 
NET aS onan iy ines eiadiiaginsea ci dhieicbanciekumiea eel - 
Fertilizer and fertilizer materials___________ 8 Percent. 
Limestone, agricultural _........._._.___.__ 
6 percent ; maximum 20 cents 
Coke ets ui aia leidiehessce thins aan eats per net ton or 22 cents per 
| gross ton. 


Note.—F ull increase granted effective 
July 15, 1955, as result of decision in 
ICC docket 31307, except as follows: 

Phosphate rock (for direct applica- 


tion to the soil). ” 
Sand and gravel to Nashville, Tenn_-_ No increase. 
Siew. ASPICUIIOUPAL. ..cicnnnadcmmcses 
Manufactured fertilizer ___._.____--__ 6 percent. 


6 percent ; maximum 20 cents 
per net ton or 22 cents per 
gross ton. 


X-196 (final)—No action by Railroad Commis- 


sion of Tennessee. 


X-206—Authorized effective Oct. 12, 1957, with 


various exceptions. 


X-206 (final)—Effective date under postpone- 


ment until June 27, 1958. 


TEXAS 


X-162 (final)—Authorized effective Feb. 1, 1947, 15 cents per net ton. 


except as follows: Asphalt rock and asphalt- 
coated material named in item 430 of Texas 
Lines Tariff 84—-E. 


X-166 (1st)—Authorized effective Jan. 17, 


1948, except as follows: 
Pulpwood 
Asphalt sn igual a a 
Cement ? aisle - sla 
Commodities in item 430 of Texas Lines No increase. 
Tariff S4—E glaceks 
Numerous commodities covered by State 
highway department contracts 
166 (2d)—No action by Texas Commission. 
166 (3d)—Authorized effective June 19, 
1948, subject to specific maximums, and ex 
cept as follows: 
Pulpwood ; , 
Asphalt__ 2 ak 
Cement ms heal 
Commodities in item 430 of Texas Lines Do. 
Tariff 84—E . 
Numerous commodities covered by State 
highway department contracts : 
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X-166 (3d), ete.—Continued 
Brick and other articles, as named in 
items 1480, 1500, 1520, and 1560 of 
Texas Lines Tariff 60-F; also as 
named in items 1480, 1500, 1520, and 


1560 of Texas Lines Tariff S7-E_---~~-- 10 percent. 
Cinders, clay, or shale (Haydite)—~~- - | 10 percent; maximum, 30 cents 
Cinders, slate, or cinders, coke__ aoe J per net ton. 
Lignite coal and lignite coal briquets._._._.__ 10 cents per net ton or 11 cents 


per gross ton. 
Ore, iron to Houston, as named in items 
11725 and 11730 of Texas Lines Tariff 
60—-F TO deka neko _........ 10 cents per gross ton. 
X-166 (final) (see note)—Authorized effec- 
tive Oct. 1, 1949, except as follows: 
Sulfur, crude, from Texas producing 


points to Houston and Fort Worth 10 percent; maximum, 1% 
cents per 100 pounds. 
Sulfuric acid, in tank cars SCS ee | 10 cents per net ton, or 11 cents 
Lignite coal and lignite coal briquets.._.__. J per gross ton. 
Ore, iron to Houston, Tex ; __... 10 cents per gross ton. 
Puwved........--—-- Srecspucinicrsaapesasices EO Nee 
ROG MI CONG eck cnn cee ene 20 cents per net ton or 22 cents 
per gross ton. 
CUO eon Seca eeeal i casas tain ae a a pa ek ee 
Rock, bituminous asphalt or crushed, asphalt Maximum inc PoneS a open-top 
rock. ears 1% cents per 100 


pounds, in closed cars 38 


Rock, stone, sand, gravel, : shell, asphs 
tock, stone, sand, gravel, and shell, asphalt conte. per 100 pounds. 


or bituminous coated. 
Nore.—Authorized as a result of de- 
cision in ICC docket 30024. 
X-168 (1st)—No action by Texas commission. 
X-168 (final)—Authorized effective June 25, 
1950, except as follows: 

Sulfuric acid, in tank cars__—~-~------~-~- oa 

Sugar, viz: Beet, cane, corn, or sorghum ; No increase. 
grain. 

Increases authorized will not apply 
where agency and individual lines 
tariffs provide otherwise. 

X-175 (1st)—No action by Texas commission. 
X-175 (2d)—Authorized effective Mar. 10, 1952, 
except as follows: 

Mileage rates on petroleum and petroleum 
products (except asphalt in tank cars) as 
named in Texas lines Tariff 48—M. 

Sulfuric acid, in tank cars, when moving un- 
der col. 20—A rates, item 2560, Texas Lines 
Tariff 60-G. 

X-175 (final)—Authorized effective Oct. 6, 1952, 
except as follows: 

Petroleum and petroleum products (other 
than asphalt) in tank cars, including 
L. P. G., in tank cars, when moving under 
mileage seale of rates in Texas Lines 
Tariff 48—M. Do. 

Sulfuric acid, in tank cars, when moving un- 
der Rate Basis Scale 20—-A rates in item 
2560, Texas Lines Tariff 60—-G and item 
2560 of Texas Lines Tariff 87-F. 

Class rates published in item 420 of Texas 6 percent. 
Lines Tariff 60-G and item 420 of Texas 
Lines Tariff 87-F. 


Do. 


amen 
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X-196 (final)—<Authorized effective Aug. 11, 

1956, except as follows: 

Sulfuric acid in tank cars__..........._- 

Crude cottonseed oil, in tank cars__-~-- 

Sand, gravel, crushed stone and other 
commodities named in item 380-F of 
Texas Lines Tariff 84-F, except asbes- 
tos sand and except silica sand in box- 
cars or covered hopper cars. 

Cotton linters___-- ee aa eased 

Sorghum grains and coarse grains___-__- 

Petroleum and petroleum products, in- 
cluding LPG but not including asphalt No increase. 
in tank cars, when moving under mile- 
age seales of rates. 

Cement. cubase a = aaa = 

Petroleum refinery treating waste, in 
tank cars. 

Class rates published in item 420 of 
Texas Lines Tariff 60—-G. 

Pipe or tubing, steel or wrought iron rate 
of 5 cents per 100 pounds, via T. & N. 
Ry., from Lone Star to Bond, Tex. 

X-206—Authorized effective June 19, 1957, 
with numerous exceptions. 
X-206 (final)—-No action by Texas Commis- 

sion as yet. 

Mr. Roperts. If Mr. Weiss, who is economist of the International 
Brotherhood of Teamsters, is here and would like to be heard, he may 
come forward and testify at this time. 

The Chair would also like to state that there are a number of tele- 
grams received from various parts of the west coast, some from Oregon, 
some from California, in reference to the testimony of Mr. H. A. Han- 
sen of the Hansen Pacific Corp., who testified at the Friday meeting. 


I think, without objection, I will simply file these in the committee’s 
file because they are rather bulky and I assume if they are available, 


the purpose will be served. 
Also, the statement of Mr. Ellis S. Perlman, managing director of 


the Ohio Trucking Association, is to be included in the record. 
(The statement referred to follows :) 


STATEMENT OF OHIO TRUCKING ASSOCIATION REGARDING Section 5 or S. 3778 
SUBMITTED TO CONGRESSMAN SCHENCK OF OHIO BY ELLIS S. PERLMAN, MANAGING 


DIRECTOR OF OHIO TRUCKING ASSOCIATION 


The trucking industry in Ohio is seriously concerned over the current railroad 
effort to drastically curtail the authority of the Interstate Commerce Commission 
to properly regulate intercarrier competitive ratemaking. These comments are 
directed to section 5 of S. 3778, designed to carry out the rail program. 

Battelle Memorial Institute, Columbus, Ohio, an internationally known and 
respected independent research organization, several years ago completed a 
study of the economic status of the trucking industry in Ohio. This study, for 
the first time, proved that the trucking industry is the largest single employer in 
Ohio. It had long been thought that agriculture was the largest emplover in the 
State, but Battelle reported that the trucking industry employed 252,000 people, 
while agriculture employed only 212,000. The railroads in Ohio employed only 
85,000 people. Since the study was completed, trucking employment has increased 
and the trucking industry in Ohio now employs approximately 300,000 people. 
This figure is for direct employment, consisting of such personnel as truckdrivers, 
terminal workers, office help, and executives. It does not include service people 
supplying the industry, which, of course, would add an additional figure of sev- 
eral hundred thousand. Nor does it include trucks used by farmers or local pickup 


and delivery trucks. 








y 
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An example of the size and importance of this group can be obtained through by ¢ 
the following hypothesis: If, for instance, those persons earning their entire wer 
salaries from the trucking insdutry and their families were to be housed in one T 
single place in the State of Ohio, it would be necessary to evict all of the residents ' und 


from the city of Cleveland, Ohio, the eighth largest city in the Nation. So that, mal 
in effect, the trucking industry in Ohio and its families represent the eighth | the 


largest population group in the Nation. Taking this population figure into con. In a 
| sideration, if an enactment of Congress were to seriously damage the economie upv! 
opportunities of this large population group, such as would be the result if section ena 

5 of Senate bill 3778 were to be enacted, it could be a major economic disaster be f 

to the welfare of the State of Ohio—not alone to the trucking industry. Placed anti 

in jeopardy would be the incomes of these people earning their living solely from pric 

i the trucking industry who buy in Ohio 79,822 automobiles each year, have bank be e 
i balances in excess of $2.5 billion, purchase food, clothing, homes, and other items by V 
} in the sum of many, many millions per year. Therefore, it would seem neces- cc 
sary not only to consider the effect of the proposed legislation upon one form bof 

; of transportation as against others, but also to consider the effect of this legisla- ‘| 
tion upon the living conditions of a large segment of the population of Ohio. dire 

It should be noted first the trucking industry has no objection to the majority obj« 

f of the proposals made by the Smathers subcommittees which are directed at cur- not 
ing the “problems of the railroads.” | toc 

8. 3778 would add a new paragraph to section 15a of the Interstate Commerce | free 


Act. This section applies only to railroads and is known as the Rule of Rate- ! L 
making. Similar sections in other parts of the Interstate Commerce Act set | tho: 
forth the Rule of Ratemaking for motor carriers and other forms of transporta. } ind 
tion. i com 

This proposed additional language would, in a Commission proceeding in- | tion 
volving ratemaking by the railroads where there is competition for the freight | ser 
by other modes of transportation, direct the Commission to look at “the facts and | effe 
circumstances attending the movement of the traffic by railroad.” It then goes ) sec 
further and says that in deciding such minimum railrates the Commission shall fact 
not consider facts and circumstances of other modes of transportation. | ind 
: 
{ 


The effect of such a proposal on all other modes of surface transportation will | peri 
be immediate and dangerous. stat 

The Smathers subcommittee’s report states that this language is based upon ear’ 
a 1945 decision of the Interstate Commerce Commission. I would point out to wit 
you, however, that that decision was one in which the Interstate Commerce Com- The 
mission itself did just what it is to be prohibited from doing under the new mu 
proposal. It considered the effect of the facts and circumstances of other modes The 
of transportation in establishing a minimum rail rate. It did then, and it must tra) 
now, consider all of the facts which it can obtain in setting minimum rates. To cou 
put blinders on the Commission and to say that it must set minimum rail rates whi 
in a vacuum is to ignore the public interest in rail transportation. A 

Another most significant reason for the opposition of the trucking industry to sor 
this proposal is that we feel that any substantive change in the ratemaking pro- fiel 
visions of the Interstate Commerce Act is dangerous. This is probably one of pri 
the most crucial sections of the act and under it the Interstate Commerce Com- abl: 
mission has maintained a healthy balance between the freight rates of the various rate 
modes of transportation. As it stands now, the Commission is able effectively tior 
to regulate rate relationships between all forms of surfuce transportation so that ter! 
there is no discrimination between products, areas, shippers, or carriers. No be | 
one can say with certainty what the ultimate effect of the proposed change will be por 
but it is safe to say that its obvious intent is to help the railroads at the expense duc 
of their competitors in a period when the prime cause of the railroads’ difficulties mit 
is their tremendous passenger deficit coupled with the general recession affecting adv 
all business. sifi 

Finally, I must point out to you that the Smathers subcommittee’s proposal | FE 
is closely related to the recommendation of Secretary of Commerce Weeks made tior 


some 8 years ago in the Cabinet Committee Report on Transport Policy. In 1 
that report issued in 1955 the Secretary proposed a change in the ratemaking 4 
provisions which has come to be known as the ‘‘three shall nots.” These “three 
shall nots” would have seriously curtailed the Interstate Commerce Commis- 
sion’s authority effectively to regulate transportation rates. In a letter dated 
April 22, 1958, from Secretary Weeks to Senator Smathers the Secretary repu- 
diated his former proposal, admitting that if the “three shall nots” had been 
enacted into law, “the Commission would appear helpless to prevent practices 
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py carriers which could be stopped under the antitrust laws if the competitors 
were not carriers.” 

The great significance of Secretary Weeks’ comment lies in the fact that, 
under the Reed-Bulwinkle Act, regulated carriers are now exempt from the nor- 
mal application of the antitrust laws provided they secure the permission of 
the Interstate Commerce Commission in connection with rate-fixing proposals. 
In addition, of course, the Commission now considers competitive rates in passing 
upon the justness and reasonableness of any proposed minimum rate. The 
enactment of section 5 of S. 3778 would create a situation whereby rates could 
be fixed by the railroads without any means of applying the principles of the 
antitrust laws, which require consideration of the effect of unreasonably low 
prices on competition. In other words, this area of railroad ratemaking would 
be exempt from all antitrust control because they are exempt from normal law 
by virtue of their status as carriers and they would be substantially exempt from 
ICC control by virtue of the recommendation on competitive rates in section 
bof S. 3778 

The language in the Smathers subcommittee’s report contains one and in- 
directly all of the “three shall nots.” It is, therefore, subject to the same 
objection that has been expressed to the original “shall not” proposals. It can- 
not be in the public interest or in the interest of a sound transportation system 
to create an area where railroads alone of the business community could operate 
free of proper safeguards. 

Let’s take a look at only a few of the problems which would confront 
those of us who work and live in the State of Ohio, now the second largest 
industrial State in the Nation. In the State of Ohio alone there are over 1,600 
communities which are served only by trucks and no other mode of transporta- 
tion. To seriously weaken or damage the ability of the trucking industry to 
service this large group of persons, businesses, farms, and others would, in 
effect, cripple the ability of the State of Ohio to maintain its position as the 
second largest industrial State and as one of the great world suppliers of manu- 
factured goods. Industries, communities, and people—not just the trucking 
industry—would suffer irreparable damage. If, for instance, the railroads were 
permitted to set their rates indiscriminately, without retaining in the Inter- 
state Commerce Commission the authority to consider the rates of competing 
carriers, it would be tantamount to restoring to them the power of decision 
with respect to determining which areas should survive and which should die. 
The manufacturing industry in many of Ohio’s highly industrialized small com- 
munities would become a pawn in a game in which they would have no voice. 
The city of Loudonville, for instance, which depends almost solely upon truck 
transportation and which contains several major manufacturing firms, could not 
compete, let us say, with a community just 21 miles away such as Mansfield, 
which is on the main line of the Pennsylvania Railroad. 

Another example of what probably would result should this railroad-spon- 
sored change be effected follows: Let us assume there is a manufacturer in Mans- 
field, Ohio, and a manufacturer in Loudonville, Ohio, both having as their 
primary market the city of Chicago. <A shipper from Pittsburgh, Pa., consider- 
ably farther away, could conceivably under the Smathers proposal obtain a lower 
rate than could the shipper from Loudonville, thereby putting the rails in the posi- 
tion of determining who shall bring the goods to market and at what rate; de- 
terminating further what the consumer shall pay for the goods. This would also 
be true of such other cities as Dayton, which is as defendent upon truck trans- 
portation as upon rail transportation ; also Akron—in fact all of the major pro- 
duction centers of Ohio, as well as the sinaller communities. It would also per- 
mit a drawing back to the rail head of manufacturers who are now enjoying the 
advantages of a more flexible labor market in suburban areas through the diver- 
sification permitted by the use of facilities other than rail. 

For the foregoing reasons, the trucking industry in Ohio strongly urges opposi- 
tion to section 5 of 8S. 3778. 


Mr. Roserts. Mr. Weiss, you may proceed. 
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STATEMENT OF ABRAHAM WEISS, ECONOMIST, INTERNATIONAL 
BROTHERHOOD OF TEAMSTERS 


Mr. Wetss. Mr. Roberts and members of the committee, on behalf of 
the International Brotherhood of Teamsters, I should like to express 
our appreciation to the committee for affording us the opportunity to 
make a statement this afternoon. 

The International Brotherhood of Teamsters represents the largest 
block of working men and women e mployed i in the trucking industry. 
Members of our union drive the Nation’s trucks and man the offices 
of the major trucklines throughout the country. 

Anything that affects the working conditions of these men and 
women employed by the trucking industry is automatically of the 
greatest possible interest to our union. 

It is basic, as a matter of fact axiomatic, that the welfare of the 
men and women working in an industry depends on the vigor and 
prosperity of that industry. If the trucking industry’s ability to 
grow and prosper is hindered, the way of life of those who depend 
upon this industry for a livelihood, our members, will be changed for 
the worse and job opportunities will decline. 

Our union cannot sit idly by while atempts are made to change the 
rules under which our people live and work. 

This is our interest and explains our presence here before you today. 

We recognize the present financial plight of the railroad industry. 
We believe that some of the suggestions contained in the Smathers 
committee report and in S. 3778 and in the companion bill, H. R. 
12488, are thoughtful and well-conceived and should help consider- 
ably to alleviate the present condition of the railroads. Some of the 
items proposed to aid the railroads, taken separately, the Team- 
sters Union would support. 

But the sum total of all the proposals would, in effect, place the 
Federal Government in the position of subsidizing a rate war between 
the railroads and other modes of transportation, on the railroads’ 
terms. They would create greater problems for the Nation than 
they would solve. 

In explanation, I should say that our opposition is directed to 
section 5 of S. 3778, which would strip the Interstate Commerce 
Commission of its powers to consider the effects of railroad pro- 
posed rates upon other modes of transportation. 

This concept would be damaging to the entire transportation in- 
dustry. And from the point of view of our union, it would do im- 
mediate and terrible damage to the economic life of our member- 
ship. It would affect their paychecks, their jobs, their way of life. 
We oppose such police \- 

This one proposal, if carried out in conjunction with the other 
proposals contained in the bill, would bring on a Government- 
subsidized rate war. In the interest of helping the railroads dur- 
ing the present and temporary recession period, it would turn back 
the clock to previous eras of cutthroat rate competition. It would 
tend to recreate those unfair and destructive competitive practices 
which originally led to regulation. 

It would ultimately result in lessened competition and tend to 

reate monopoly in for-hire transportation. It would spawn all-out 








NAL 


ilf of 
press 
ity to 


rgest 
istry. 
\fices 


and 


f the 


f the 
and 
ty to 
pend 
dl for 


e the 


day. 
istry. 
thers 
I. R. 
ider- 
f the 
-aM- 


DB the 
ween 
pads’ 
than 


d to 
1erce 
pro- 


1 In 
) im- 
iber- 

life. 


ther 
ient- 
dur- 
back 
ould 
tices 


d to 
|-out 


RAILROAD PROBLEMS 457 


rate wars which would immeasurably weaken the presently existing 
independent trucking industry. It would make the trucking industry 
a pickup and delivery service, subservient to the railroads. 

Why is this so? 

A rate policy such as is proposed, which would permit the rail- 
roads to cut rates without reference to the effect of such cuts on 
other modes of transportation is little different from no regulation. 
Competing transportation agencies would have to meet such rates, 
and the tendency would be to reduce rates to an out-of-pocket basis 
during the rate war phase, for any traffic carried at a rate which 
covers out-of-pocket cost and perhaps a little more leaves the car- 
rier better off than if it allowed the traffic to be carried by another 
mode of transport. 

But this process cannot go on forever if a carrier is to meet all 
of these costs. In other words, unrestricted competition between the 
different modes of transportation, like unrestricted competition be- 
tween railroads, is ruinous in character. 

In other words, unless the ICC could consider the effect of rate 
cutting on other modes of transportation, no part of the transporta- 
tion industry would be safe from destructive rate wars. 

The railroads have long recognized this characteristic of unre- 
stricted competition. They have repeatedly stated that they did not 
wish such competition between railroads. They do not want the ICC 
to overlook this danger of tae ne competition between railroads. But 
they would seek to bar the ICC from talking these factors into con- 
sideration in competition between differing modes of transportation. 

Why? 

Simply because unrestric ted competition between railroads and the 
trucking industry, for example, would be under terms most favorable 
to the railroads. These favorable terms arise primarily from the na- 
ture of the cost structure of railroads as compared with motor car- 
iers, under which the rails have a decided competitive advantage, 
ratewise, over trucking. These differences are of major importance 
in considering those factors of unrestricted competition which are pro- 
vided under the proposals in 8, 3778 and its companion bill. 

I should like to depart for a moment from my prepared statement, 
Mr. Chairman, in view of the statements made this morning by Mr. 
Langdon. He submitted, you will recall, a chart which showed the 
share which railroads had of freight tonnage. 

I have before me, sir, the 7ist Annual Report of the Interstate Com- 
merce Commission. This is the most recent report of the ICC cover- 
ing the fiscal year ended June 30, 1957. On page 12 of this report, I 
should like to read two sentences if I m: iy. The Commission, in refer- 
ence to the freight carried by the various modes of transportation, 
states, and I quote: 

Rail ton-miles, however, remain the largest for any carrier group, and in 1956 
the railroads carried nearly half the total. 


Chen, skipping one sentence, the Commission continues in its report : 


In 1956, the 48.04 percent of the total freight traffic carried by the railroads 
represented more 


I emphasize the word “more” 


freight ton-miles than did the railroads 69.4 percent of the total in 1942 at the 
beginning of World War II. 
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In other words, in terms of actual volume, the railroads today are 
carrying half of the total freight carried in this Nation and their re- 
lative share today is greater than their relative share at the time of the 
war, at the time of the beginning of the war in actual tonnage carried, 

I should also like to direct the attention of this committee to the 
same report of the ICC, to table 6 on page 156 of this report. This 
table is captioned “Operating Revenues, Operating Expense and 
Taxes, Class I, Line-haul Railroads, 1946 to 1956.” 

In 1946, which is the first year represented on this table, the freight 
revenues of the class I railroads accounted for, in round figures, "86 
billion. 

In 1956, the last year for which figures were available, the freight 
revenues of class I railroads amounted to, in round figures, $9 billion, 

In other words, in this 10-year span an increase of 50 percent in 
revenues from freight and this by the class I rail-car years. 

In this same table there is another interesting figure, a column en- 
titled “Ratio of Total Operating Expenses to Total Operating 
Revenues.” 

In 1946, the ratio of operating expenses to revenues for the class I 
railroads was 83.35 percent. 

In 1956, this had dropped to 76.85 percent. The revenue per ton- 
mile for all line-haul railroads has increased from 0.986 cents in 1946 
to $1.396 in 1956. 

I cite these figures, Mr. Chairman, to perhaps put it in better per- 
spective than this chart which was introduced this morning before 
the committee. 

Mr. Weiss. Carrier costs and rate setting: 

Transportation costs fall into two categories. 

First, there are out-of-pocket or direct expenses, which vary with 
changes in traffic volume and may be assigned to commodities on a 
cost-of-service basis. In other words, out-of- -pocket costs are those 
which would not be incurred if the traffic would not move. 

Second, there are fixed or constant costs, also known as overhead 
costs, which are generally independent of the volume of traffic carried. 

It is the sum of these two types of costs which determine the reve- 
nue needs of any business, including a return on investment or profit. 

Recognition of the different nature and extent of these costs is 
vitally important if we are to understand the impact of the ratesetting 
recommendation in the bill before this committee of the C ongress. 

tailroads have high fixed or constant costs, between 20 and 30 per- 
cent, which do not vary with the = of movement. Therefore, 
‘ailroads must have volume, even if it means cutting competitors’ 
rates. Railroads are willing to carry = aflic at low, out-of-pocket 
rates which make only a slight contribution toward meeting the over- 
head, fixed, expenses. Competition, then, tends to reduce rates to 
variable, out-of-pocket costs which are significantly lower than for 
motor carriers. 

Motor carriers, on the other hand, have high direct or variable costs, 
about 90 percent of total expenses, ‘and relatively slight overhead, in 
sharp contrast to the railroads, and therefore have little room for price 
competition. 

Stated differently, the large proportion of out-of-pocket expenses 
provides a very high floor to the rate level of the motor arrier. 
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Since theoretically the railroads can establish rates on some com- 

titive traffic to come point slightly above variable costs and still 

profitable, the railroads could establish rates on competitive traffic 
at some point above approximately 70 percent of their total costs. 
The truck rate could fall to only a point above 90 percent of thir total 
costs. Because of these cost relationships, the railroads have a dis- 
tinct advantage over motor carriers in setting rates on a cost-of-service 
basis. Railroad officials themselves acknowledge that they have 
“basic operating costs only a fraction of the net operating cost of 
trucks.”—Robert E. Thomas, vice president of the Pennroad Corp., 
and chairman of the executive committee of the Missouri-Kansas- 
Texas Railroad Co., address before the Boston Society of Security 
Analysts, Boston, May 7, 1956. In Traffic World, May 12, 1956, 
page 37. 

There is a practical significance to this; namely, that in the com- 
petitive struggle for tonnage, increased resort will be had to rate 
cutting. This is not merely theoretical. Based on his service with 
the ICC, Commissioner Howard Freas states : 

When a large part of the expenses are constant, there is an advantage from 
an individual carrier’s standpoint in hauling traffic that pays less than the full 
cost of service rather than letting a rival carry it. As returns are reduced below 
full costs in an effort by some carriers to gain an advantage, others retaliate and 
the fight is on. Unrestrained, it will proceed until the public right to adequate 
and dependable transportation has been destroyed. Meanwhile, in order to 
obtain additional revenue, less vulnerable traffic will be subjected to rate in- 
creases.” The Future Role of the Government in Regulating a Highly Compe- 
titive Transportation System. Talk before National Industrial Traffic League, 
Chicago, Ill., November 14, 1957. 

With this as background, let us now examine the ratemaking pro- 
posals in S. 3778 which read : 

In a proceeding involving competition with another mode of transportation, 
the Commission, in determining whether a rail rate is lower than a reasonable 
minimum rate, shall consider the facts and circumstances attending the move- 
ment of the traffic by railroad and not by such other mode. 

Thus a rate change proposed by a railroad would simply have to 
meet the test of whether it might hurt a competing railroad. The 
effect on other modes of transportation would not be within the pur- 
view of the ICC. It may sound pretty, but, stripped of officialese, it 
spells out a railroad license for rate war. 

For railroads, by virtue of their high percentage of fixed costs, 
always need volume. To get it they can always cut rates, if allowed, 
on competitive products while financing these operations out of their 
noncompetitive traffic. In other words, such a policy would allow 
out-of-pocket ratemaking on selected products, which would return 
the entire transportation industry to the pre-1920 era of ratemaking. 

The Federal Coordinator of Transportation, 20 years ago, said: 

This out-of-pocket cost theory is, it may be said, an element of great danger 
to the entire transportation industry, particularly as competition becomes general 

ather than incidental. 

Out-of-pocket ratemaking, inevitable if the ratemaking proposals 
in these two bills are accepted, would have this result : 

The railroads, because of high fixed costs, would be able to carry 
traffic at a fraction of its full cost, while motor and other carriers, 
with most of their expenses variable, could not operate for long without 

28621—58——30 























460 RAILROAD PROBLEMS 





recovering their full costs. They would be unable to compete for the 
trafic. 

Every member of this committee knows that the railroads have prae- 
ticed this form of rate war in the past. Given the opportunity, they 
will wage such rate wars again. r 

[f I might digress for a moment from the prepared statement, Mr, 
Chairman, I do not recall whether it was before this committee or 
before the Senate committee, but an illustration was given by a wit- 
ness before the committee that in the South the rails had what they 
called Monday, Wednesday, and Friday rates, but higher rates on 
Tuesday and Thursday. 

Why were the rates lower on Monday, Wednesday, and Friday? 

Because those alternate days happened to coincide with the move- 
ment of traffic, with the movement of freight, by ship. On Tuesday 
and Thursday, when there was no ship available to take the traffic, 
the rates went up. 

Think of the position railroad management would be in to start, 
fight, and win a rate war with other carriers if they are not only given 
permission to compete on this unfair basis, but are actually encouraged 
to so compete and are financed by special legislation which would not 
unly relieve them of responsibility in their areas of financial loss, pas- 

senger traflic, but would actually subsidize the cost of such unfair 
competition by the Government loans made available by section 20 (d) 
of S. 3778. 

The result would be inevitable. And sucha rate war would be disas- 
irous to the trucking industry. It would harm our members whose 
livelihood depends on a healthy and thriving trucking industry. 

And, finally, and most important, it would be hi: imtul to the gen- 
eral public interest. 

The entire history of both rail and truck transportation indicates 
the necessity to consider the behavior of rivals. By that I mean other 
modes of transportation. It indicates that rate cuts will be met 
promptly. Only the true regulation of rates can hold rate cutting in 
check. And, as previously shown, no such check is provided in the 
proposed bill; in fact, the checks now present would be removed. 

If there is a rate at which rate cutting will cease without the inter- 
vention of agreement or regulation, the history of the motor carrier 
or railroad industries does not seem to have disclosed it. 

If one places dependence on the survival of the fittest. policy, he 
runs the risk of a return to the discriminatory and monopolistic con- 
ditions which brought about the original act to regulate commerce. 

Yet, by removing the ICC’s present authority to fix rates which 
take into account the entire transportation picture, the proposed bill 
paves the way for destructive competition. It is just as important 
to restrain desteuctive competition as it is to restrain monopoly. 

The proposal in 8. 3778, and its companion House bill, is only a 
restatement of the railroads’ theory of dynamic competition with 
which, only 2 years ago, they sought to achieve substantially the same 
goal; stripping the ICC of effective 1: itemaking power. Dynamic 
competition eliminates the unsuccessful competitior, and monopoly 
takes its place. Then prices invariably rise when the successful com- 
petitior has no rival. 

In the 1930’s, did the railroads seek to relax controls or regulation 
in order to meet truck competition ? 
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On the contrary, they sought to extend controls to the truck indus- 
try. They had come to like the stability which ICC regulation had 
brought to the rail industry. It was the railroads who urged that the 
motor carriers be allowed to enjoy te benefits of Federal regulation to 
the same extent as the rails. Yet now they seek a return to a system 
which will lead to an unstable freight-rate structure. 

This committee ought to ask itself: Has the ICC denied the rail- 
roads a rate reduction unless it was so low that it would destroy the 
transportation system of our Nation ? 

Here are the facts: Interstate Commerce Commissioner Anthony 
F. Arpaia has publicly stated in a talk to a railroad audience that rail- 
roads file an average of 3,000 rate changes every working day. In 1956, 
out of about a million such rate changes, the ICC, after protest by 
other transporters, adjudged as unlaw ful only 12 such changes. These 
involved eleven one-thousandths of 1 percent of the total railroad rev- 
enues for that year. (Cited in Congressional Record, Mar. 21, 1958, 
p. 4450.) 

In the words of a railroad president, Mr. Perry Shoemaker, presi- 
dent of the Lackawanna Railroad, as quoted in the February issue of 
Fortune: 

All the railroads have done for 25 years is bellyache. 

Railroad freight rates authorized by the ICC have increased 107.7 
percent since June 30, 1946. (Transport Economics. Interstate 
Commerce Commission, Bureau of Transport Economics and Statis- 
tics, January 1958, p. 5.) 

Does this forecast lower rates by the rails on traffic which is essen- 
tially railborne? 

Isn’t it logical to assume that rate cuts are intended to drive out 
competition ? 

Will not this rate proposal transform freight transportation into 
a private preserve for the railroads ? 

The teamsters union cannot subscribe to a theory of saving the rail- 
road industry by destroying the trucking industry. The railroads 
are important, but not that import: unt. 

The real problem is that the railroad managements are as inflexible 
in their operations, in their seeking solutions of their own choice, as 
the very steel in the rails upon which their trains operate. 

We need all forms of transportation, competing with each other 
under fair and equitable ground rules, to produce the lowest rate con- 
sistent with the best service. 

Competition exists in today’s transportation system, but it is com- 
petition under fair and equitable rules for all forms of transport. 

On this very point, the committee may be interested in a statement 
by Thomas L. Preston, general solicitor, Association of American 
Railroads, before the House Committee on Interstate and Foreign 
Commerce on April 24, 1953—just about 5 years ago. Mr. Preston, 
speaking on behalf of the railroad industry, was testifying in opposi- 
tion to H. R. 3203, the trip-leasing bill: 

The basic consideration which leads the railroads to oppose this bill is their 
conviction that its passage would in substantial measure. defeat the national 
transportation policy declared by Congress in the Interstate Commerce <Act, 
which is designed to accord to all forms of public transportation, including the 
railroads, an opportunity to compete for traffic under fair and impartial regula- 
tion. 
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Implicit in this statement, it seems to me, is an acknowledgment by 
the spokesman for the r: Lilroads that the present Interstate Commerce 
Act permits the railroads to compete “under fair and impartial regu- 
lation.” 

Why do the rails now claim otherwise? 

The present regulations maintain a healthy competitive balance, in 
the interest not only of the shipping public, but of the carriers as 
well. Thus competition is controlled, rather than cutthroat. And as 
a result » freight rates are stable, rather than chaotic. 

Section 5 of S. 3778, on the other hand, may well lead to cutthroat 
carrier competition and produce uncontr olled rate wars so ee freight- 
rate stabilization between individual shippers, areas, - territories 

becomes impossible to maintain. 

There is no sound reason for believing that today’s competition 
between different modes of transport, if freed of restraint under 
present rules, would not be destructive of fair and just shipper rate 
relations, as was the case prior to 1887. 

Penalizing other forms of transportation to help the railroads is 
not the way to achieve an economical, efficient, coordinated privately 
operated national transportation system. Inadequately regulated 
competition may be quite as much of a public evil as unregulated 
monopoly. 

There are countless communities in the United States served solely 
by trucks. If trucklines serving the major cities are weakened by 

railroad rate cuts implicit in S. 3778 and H. R. 12488, how are these 
small communities which do not have rail or water carriers to receive 
their daily necessities ¢ 

Will enough trucklines survive to furnish transportation to these 
communities? 

Will they be able to provide adequate service ? 

Isn’t it also likely that both business and consumers in these com- 
munities will have to pay higher prices ? 

Competition in the best interests of a well-rounded transportation 
system should be based on service, not price. You all know the evil 
effect of price wars, particularly on the “little fellow,” and compared 
with the railroad industry, the trucking industry and water carrier 
industry are definitely little fellows. 

I should like to summarize the main points of this statement. These 
conclusions are, in my judgment, based upon sound economic principles 
and are supported both by recognized, independent transportation 
authorities, and by our industrial histor y. 

“ S. 3778 and its companion are passed in its entirety : 

Railroads are likely to obtain a monopoly over intercity freight 
eoiuaanae ten With unlimited financial resources, the rails can 
afford to cut rates until they have either driven trucks off the road or 
forced them to sell to the railroads. Then, without competition, the 

rails can increase their rates to make shippers and consumers pay the 
costs of the transportation war and whatever the traffic will bear in the 
future. 

2. The development of strong, stable modes of transportation under 
independent ownership, with its impetus for progress, will be 
jeopardized. 
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3. By establishing price as the sole factor in ratesetting, rather than 
traditional value-of-service principles, the existing equitable and stable 
rate structure will be discarded and chaos will probably result. 
Marketing practices, as they presently exist, will be disrupted, since 
producters will no longer be assured that competitors would be required 
to bear a comparable transportation cost. 

4. Since the ICC will lose virtually all its authority to protect 
both carrier and shipper against unfair rates, smaller shippers and 
smaller communities will again face the disastrous effects of volume 
and long-haul discriminations. 

Rate wars are bad for the industry, for competing industries, and 
for the workers. Workers in the trucking industry—the rails’ lead- 
ing competitor in freight movement—would particularly suffer. Dur- 
ing rate wars, wages tend to lower as cutthroat competition reduces 
the motor carriers’ ability to pay. As an independent trucking in- 
dustry was destroyed, job opportunities would lessen and unemploy- 
ment would result. 

The International Brotherhood of Teamsters is interested in the 
continued health and prosperity of the trucking industry which pro- 
vides employment to its members. 

Our union is interested in preserving growing job opportunities 
for its members. 

Our union is interested in securing the highest possible benefits 
for its members. 

Our union is interested in an independent, that is non-railroad- 
controlled, motor carrier industry which will retain sufficient com- 
petitive vitality to make continued progress and thereby permit the 
union to negotiate freely for wage increases and other benefits. 

We cannot hope to achieve our goals unless the trucking industry 
is permitted to operate under a set of rules which are fair and whic 
are not slanted. 

Our concern for the industry which employs our members is deep 
and abiding. We therefore respectfully urge this committee to 
weigh carefully the implications of S. 3778 and the companion House 
bill which we have outlined in our statement. We trust that the facts 
we have cited and the conclusions we have reached will receive serious 
study and consideration during the committee’s deliberations. 

On behalf of the International Brotherhood of Teamsters, I wish 
to thank the committee for the opportunity to present our position 
on this important issue of transportation policy. 

Mr. Rozerts. Thank you, Mr. Weiss. 

The gentleman from Maine. 

Mr. Harr. Mr. Weiss, I followed your prepared statement, but I 
am not sure I followed your interpolation in reply to the statement 
of Mr. Langdon this morning, particularly Mr. Langdon’s graphs 
and diagrams. 

Now, is it your claim that the railroads’ percentage of freight traf- 
fic is higher today than it was in 1940? 

Mr. Wetss. No,sir. I say that in absolute terms, in ton-miles, which 
is what they get their revenue on, that according to ICC figures they 
are carrying today as much as they did at the beginning of the war 
when rail traffic and all traffic started to boom. 
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Mr. Hate. I am not talking about the absolute ton-miles. I am 

talking about their piece of the total pie. 

Mr. Weiss. Their piece of the total pie has declined, but I think I 

van explain that. There is nothing either in the transporation policy 
or in any business which says that a firm or a company or a group of 
firms can, from the beginning of time to the end of time, retain a given 
proport ionate share of business. 

Now, the transportation industry, sir, has mushroomed reamrkably. 
There are other modes of transportation which were not in effect back 
in 1887 when the act was passed. You have the motor trucking indus- 
try, the air industry. The pie has grown bigger. It is not a fixed piece 
of pie. 

Mr. Hartz. Everybody admits that the pie has grown bigger. As 
long as the country grows, the pie will grow. 

Mr. Weiss. It should. 

Mr. Hate. If you cannot agree on elementary statistical facts, why 
the committee will have to resolve it themselves, but if I correctly un- 
derstood Mr, Langdon, he is still here and he can correct me, the only 
point of his diagram was to show that the railroads’ piece of the pie 
was diminishing and he was alarmed by the fact that. it had diminished, 
was diminishing, and promised to continue to diminish. That is what 
worried him and that is what worries the committee. 

Now, if you say that is not true, that is very interesting. 

Mr. Wriss. Mr. Hale, I said at the beginning of my answer to you, 
sir, that proportionately, percentagewise, the railroads’ share of the 
freight traffic has diminished. But I say this is a two-sided view, that 
is, you should look at the problem from two sides rather than from one 
side. 

I say to you, sir, that you must not look at it solely in terms of the per- 
centage, but in terms of the absolute level. 

I say to you, sir, that the percentage produces in tons—and after 
all, the railroads get their revenue in ton-miles—the same volume, if 
not a greater one. “That is the point Iam making. 

I do not deny the decline in the proportionate share, but in absolute 
terms, they are as well off, if not better. 

I showed to you by reference to the table from the ICC annual report 
that their revenues from freight have increased 50 percent in 10 years. 
This “ain’t” hay. That is from freight, sir. 

Mr. Har. What concerns the railroads is that their competitive 
situation is getting steadily worse. They come to vs and they say, “We 
think we should be able to compete on more even and favorable terms.” 
It seems to me that there is something in that contention. Yousay there 
is nothing in it 

Mr. Wetss. No, sir; I have not said that. 

Mr. Hate. You s say that the railroads ought to be perfectly happy 
if their overall volume is maintained. 

Mr. Weiss. I say to you, sir, that the railroads have a problem. I 
stated at the beginning of my prepared statement that we were under- 
standing and appreciative of the problem and felt that a number of 
the measures contained in these two bills would be of assistance to 
the industry and we supported them. 

Mr. Hare. All you are complaining of is this section 5? 

Mr. Weiss. That is right. 





pa eA ns 


ins 


ad 








y 
ly 
le 
d, 
ut 


te 


rt 
Ss. 


of 


a cn 


cenit en 


RAILROAD PROBLEMS 465 


In answering your question, I said the share of the railroads is de- 
clining. The rail ads are alarmed by it; you, the members of the 
House committee which are directly concerned with transportation, 
are concerned about it; the public is concerned about it. But it seems 
to me you have to go to basic causes. 

Is their decline due solely and uniquely to the rate situation ¢ 

I say to you that if your answer is in the affirmative, this is a hope- 
less oversimplification; you are not diagnosing the problem correctly 
if you say that giving them rate remedy will put them on their feet 
and reverse the trend. This is not the fact, sir. 

Mr. Haz. I do not think that the railroads contend for a moment 
that their rate structure is the sole cause of their difficulty. They cite 
the Automobile case in which the ICC doctrine was enunciated by the 
ICC in 1945; and then the ICC retreats from it, advance toward it, 
retreats from it, and advances toward it, for no very discoverable or 

recictable reasons. 

What do you say to that? 

Mr. Weiss. I cannot give you a definitive answer, sir. Perhaps I 
should have stated this in the beginning. 

I am no expert in ICC procedures. As research director for the 
International Brotherhood of Teamsters, I have to cover a rather 
wide area. The ICC, as you know, is a rather technical area. Is it 
readily demonstr: able, at least. to your satisfaction, that at the very 
worst, even assuming that the IC C is guilty of the railroad charges— 
I am not giving credence to that, but 1 say for the sake of argument 
assume that is so—and assume that the ICC has prevented the rails 
from reducing rates because it felt there might be an adverse impact 
on competing modes of transportation—I say for the sake of argument 
let us assume it—now what has been the impact on railroad income, on 
railroad revenue, of this worst possible hypothesis ? 

You have the answer and I had it in my statement from a long- 
term member of the ICC, who says that that handful, that niggardly 
infinitesimal handful, of cases in which they denied the railroads the 
right to cut rates amounted to eleven one-thousandths of 1 percent of 
rail revenue for a given year. 

What is all the shooting about if, granted the worst, this is what 
the railroads suffered in that year, eleven one-thousandths of 1 
percent ? 

May I call attention: to one fact, sir? 

On Thursday, May 22, the Association of American Railroads pub- 
lished a full-page ad in the Washington Post. I shall be glad to give 
this to the chairman of the committee. 

In the ad it says, and I quote: 

It is said, however, that since such a small percentage of the rate tariffs filed 
by the railroads are disallowed by the Interstate Commerce Commission and the 
problem is de minimis, if the number of rejected tariffs is so small as to be 
insignificant, why the outcry on the part of the waterway and highway carriers? 

May I turn the question right back to the Association of American 
Railroads? 

If they are so small as to be de minimis, why are the railroads so 
insistent upon this rate proposal ? 

Mr. Harr. I presume that ad was published in reply to a full-page 
ad which I think the trucking association, whatever it is called, got 
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up under the caption “Kill the Umpire” or something of that kind; 
is that not correct? 

Mr. Weiss. Yes, sir. 

Mr. Hate. I have read the other one, but I have not read this one, 

Mr. Werss. Here the railroads in this very advertisement say that 
the number of instances are de minimis and they raise the question, 
Why are the competing modes of transportation so concerned about 
these few instances ? 

If they are so few as claimed, and strongly claimed, in this adver- 
tisement by the railroads, why are they raising the fuss? 

Mr. Hatz. They say here: 

It takes only one suspended tariff to paralyze a competitive effort involving 
possibly millions of dollars in revenue for an important commodity moving in 
heavy volume. 

So the fact that only a negligible percentage of rates is disallowed 
does not establish the fact that the disallowance is a negligible factor 
in the general railroad picture. 

Mr. Weiss. How do you measure negligible? The commission at 
least in terms of the quotation cited from Commissioner Aparia, meas- 
ured it in terms of where it hurts the most, the pocketbook, namely, 
the revenue and he said the impact on revenue was eleven one-thou- 
sandth of 1 percent. 

I submit to you, sir, you cannot go much smaller than that figure. 

Mr. Hate. If you make me pay a cent more postage on a letter, that 
extra cent on one letter is a fairly insignificant factor in my life, but 
if I am doing a very heavy volume of business which depends on mail 
maybe that extra cent is of some importance. 

Mr. Weiss. That may very well be, sir. 

Mr. Hate. Is not this same principle involved in this question of 
railroad rates? 

Mr. Wess. The principle is the same, but the values are what make 
the difference. 

[ have again cited to your, sir, that in terms of the value, namely, in 
terms of its impact on revenue, the Commission has come to a firm 
conclusion that the impact has been negligible. 

You see, sir, 1 cent increase on your postage rate over the presently 
existing 3-cent rate represents a one-third increase, but if you have 
other costs this 1 cent may be negligible in terms of all your other 
costs or in terms of your revenue. 

Mr. Hate. Mr. Chairman, I think it might be desirable to put this 
full-page advertisement and the full-page advertisement which it 
answers, in the record. 

Mr. Rozerrs. Without objection, that advertisement and the one it 
purports to answer if obtainable, will be made a part of the record. 

(The material referred to follows :) 


[Advertisement _by American Trucking Associations, Inc., Washington, D, C.—national 
federation of 50 State associations and 11 national conferences of truck owners] 


KILL THE UMPIRE 


In the hot excitement of a close ball game, rabid fans have been known to 
scream “Kill the umpire.” No one ever takes such demands seriously because 
everyone knows you can’t run a competitive event without rules and an umpire 
to interpret and enforce them. 

In surface transportation of freight, the rules are made by Congress and the 
Interstate Commerce Commission interprets and enforces them. Competition is 
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|ferce so we find those who would in effect “kill the umpire’”—others who would 
cripple his authority. 
Four years ago the railroads had stepped up their constant story of being 
“in trouble” to the point where they asked for, and got, appointment of a study 
| committee. It was made up of members of the Cabinet and a working group 
of men of considerable distinction and reputation. 


: 
) “SHALL NOTS” PROPOSED 

This Cabinet Committee came up with an almost perfect example of “kill the 
jumpire” thinking. They recommended, in short, the three “shall nots’”—that 
the ICC be forbidden to consider the effect of a proposed railroad rate, for 
example, on either the movement of traffic by other carriers or the rates of 
other carriers, or whether the proposed rate was lower than necessary to meet 
competition. 

The trucking industry, water carriers, and small shippers everywhere pointed 
out that this would restore to transportation “the law of the jungle’ which 
prevailed before regulation. We all said that it would enable the railroads to 
destroy their competition, to upset markets all over the Nation, and wreck the 
economy. 

CONGRESS SAID “NO” 


A strong effort was made to push these suggestions through Congress and 
make them transportation law. In its wisdom, Congress refused to do so. 

Again the railroads are “in trouble” they say. Again there is a drive to 
hamstring the ICC and again it is supported by well-intentioned people who do 
not want to damage either the transportation economy or the general economy 
but who believe railroads need special help. The Senate has held extensive 
hearings on this subject. 

This time, however, the Department of Commerce which had urged passage 
of the three “shall nots” have repudiated them. It has determined that if these 


| “shall nots” are enacted into law, they could destroy competition—not improye 


it. In a special message to the Senate committee studying transportation, the 
Secretary of Commerce has withdrawn support of the “shall nots.” His mes- 
sage points out that this type of restriction on the ICC would promote the very 
practices which in all other lines of business run afoul of our antitrust laws. 
In other words, such restrictions would enable carriers to indulge in competi- 
tion-destroying rate activities which would bring any other businessmen into 


| court on antitrust charges. 


But what if these “shall nots,” so widely urged by railroads and some others, 


| had become the law of the land? We would have had a legalized situation in 


transportation which in other lines of business would have brought those guilty 
before the bar of Justice. By this time, many competitors would have been 
out of business—and all business, and especially smal] business, badly affected. 


BLUEPRINT FOR CHAOS 


Now we have another proposal, innocent-looking to the general public, designed 
to help the railroads. It says, in effect, that the ICC, in considering a minimum 
rail rate, shall look to the circumstances surrounding the railroad hauling of the 
traffic and shall not pay attention to any competitive mode of transport. Here 
again is the first “shall not” in its entirety and the other two partially. Again the 
trucking industry, waterway operators and small-business men say it will breed 
destruction and disorder in transportation and business generally. We were 
right before and we are sure we are right again. 


Do Tury Neep HELP? 





Wuat Axpout RAILROADS 


Railroad business {s down right now—but so is business in other lines. Many 
railroads are doing better than some other lines of:business. Their volume is 
not off as much as either steel or the automative industry, for example. 

Railroads with extensive passenger operations are having trouble. As a 
whole, the railroads lost nearly $700 million last year hauling you, the public. 
They make a good return on investment by hauling freight, lose much of it haul- 
ing passengers. 

In the 10 years 1947-1956 inclusive, they made between 5 percent and 6 percent 
return on freight hauling in 3 years, and over 6 percent on freight (up to 6.8 per- 
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cent) in 7 years. This is the ratio of income from freight operations to total raijj 
investment in all property—passenger and freight. That’s not bad by any 
standards. 

Not Opposing RAIL Arp 


The trucking industry supports, or has not quarreled with, many proposals now 
being made to help the railroads financially, to cure the passenger problem, to 
eliminate patently improper competition from some trucks that are unregulated, 
But we cannot buy the theory that fully regulated truck service should be de. 
stroyed in the hope that somehow this will help the railroads. We say flatly they 
are important but not that important—that this country needs all forms of trans. 
port—that one form cannot be cannibalized to nourish another. 


| 
| 
| 


LET’S NAIL DOWN SOME FACTS 


Railroads say they are the most efficient form of transportation—that the 
steel wheel on the steel rail has no rivals in cost of performing transport service, 
For some hauling that’s true as far as it goes. But it doesn’t go far enough 
simply because the steel rails don’t go far enough. Rails are inflexible, 
: Trucks are far and away the superior service from the standpoint of flexibility 

for a great many movements. For many other movements they are the low-cost 
earrier. In certain hauls, water carriers have the lowest cost of all, but like the 
rails, they too are inflexible, tied to water courses. 

Railroads say that the ICC has been “holding an umbrella” over their com- 
: petitors—that the Commission won't allow them to reflect their efficiency in 

rates because it tries to protect the rates of competing carriers. 


eT NR 


RAIL RATES RARELY BLOCKED 


; If this is true they have a valid complaint. But it is not true—and provably 

; not true. Last year according to testimony before the Senate subcommittee 

by the Chairman of the ICC, railroads filed more than 50,000 tariffs, containing 

within them hundreds of thousands and perhaps millions of rates. Did the 

Commission widely interfere with the managerial judgment of the railroads as to 

these rates? Actually 98.3 percent of them were put into effect without protest 

| or restraint by ICC. Of the remaining 1.7 percent which were protested, 85 

percent were permitted to go into effect without suspension by the Commission. 

This left one-fourth of 1 percent of the total in which the voluntary action 

of the railroads was restrained while the Commission investigated. In almost 

{ half of these one-fourth.of 1 percent of suspended rates, the proposed rates were 

approved after investigation. So the rail complaint that the ICC is “interfering” 

| with managerial judgment and “holding a wide and benign umbrella” over com- 
t petitors is based on one-eighth of 1 percent of all their rate proposals. 

But maybe these were “big money” cases. They weren’t. Analysis of the 

1957 suspensions in terms of money has not been made. But for 1956, when a 


' similarly insignificant number of suspensions occurred, the figures are avail- 
able. They show that if the railroads got all the traffic involved in the rates 
fi suspended, it would represent just eleven one-thousandths of 1 percent of their 
; total revenue for the year. 

Is this an “umbrella?” Is this “interference?” 


TRYING IT AGAIN 


| Now to correct this “rank injustice” to “this heavily regulated industry” and 
to break up this “kind of State-run cartel,” the railroads and others are pro- 
posing to wreck the system which has produced the world’s finest competitive 
transportation. They want to cure the passenger train losses by disrupting the 
terms of competition in freight hauling where they are enjoying economic 
health. It’s a great deal like suggesting delicate and very dangerous heart 
: surgery to cure cancer of the skin. 

Moreover, allowing the railroads such freedom and power in ratemaking 
could well be the worst thing that ever happened to them. Once before they had 
this power and couldn’t handle it and that’s why we developed regulation of 
transportation in this country. 
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ABUSE—-NOT MONOPOLY-—-BROUGHT ICC 


Maybe you didn’t know that fact—maybe you have read so often and heard so 
frequently that Congress regulated transportation “because the railroads were 
a monopoly” that you have come to believe it. There’s only one place to go for 
the truth. You'll find it in the United States Senate report back in 1886 which 
led to the creation of the ICC. There the truth is apparent. Railroads, while 
they were in effect a monopoly, were brought under regulation not for that reason 
but because of the excesses of competition. Known as the Cullan report, it 
stated: “The paramount evil chargeable against the operation of the transpor- 
tation system of the United States as now conducted, is unjust discrimination 
between persons, places, commodities and particular descriptions of traffic— 
The indiscriminate and cutthroat competition of the carriers—offered a golden 
opportunity to those in search of secret and preferential rates.” 

It is the position of the trucking industry that excessive and destructive com- 
petition will develop swiftly out of these proposals to change the rules in rate- 
making. 

THE TRUCKING INDUSTRY'S POSITION 


We believe every form of transportation should stand on its own feet. We ask 
no favors in competition. We believe our rates should reflect the particular 
benefits. and transportation elements of truck service. We believe this is true 
of railroads, water carriers, air transport, and pipeline-service. 

But we don’t believe any of us can operate in a vacuum. We believe there 
must be some recognition of the existence of competitive forms of transporta- 
tion in every minimum rate proposal of a railroad, a truckline or a waterway 
carrier. The interest of every business in the country demands that it have 
available for its convenience and economy and its market protection the services 
of all types of carriers. 

To compel the regulatory agency to blind itself to the possibility that rate 
proposals are offered for the sole purpose of wiping out a competitor is to deny 
the fundamental purpose of regulation—protection of the public. 

o 


{From the Washington Post and Times Herald, Thursday, May 22, 1958] 


Woutp Tuts Kitt THE UMPIRE? 
(By the Association of American Railroads, Washington, D. C.) 


Let’s suppose that you, as a producer, are able to reduce the price of your 
product to customers—and still make a profit. 

Should you be prohibited by Government from reducing your price, even 
though it means increasing your business and earnings, merely because some 
business might be taken away from a competitor? 

If you are so prohibited, and then seek to have the prohibition removed by 
appeal to higher authority (the public and its elected representatives in Con- 
gress), should you be accused of seeking to “kill the umpire,” or wanting “to 
restore the law of the jungle” to American business? 

Obviously not. Yet, such a situation exactly illustrates the issue as to 
competitive ratemaking which exists between railroads and their competitors 
by highway and water. 

Railroads, which usually are the low-cost carrier, are many times prevented 
by the Interstate Commerce Commission (the umpire in transportation) from 
reducing their rates to attract or retain traffic. 

Why? 

Not because the proposed rate would be less than the cost of providing the 
service, or would discriminate against any shipper, commodity, or community. 
But simply because the proposed rate might enable railroads to attract to them- 
selves more than what the Commission believes to be their fair share of the 
traffic, or because the proposed rates are lower than necessary to meet com- 
petition or because they might adversely affect the traffic and revenues of a 
competing mode of transportation. 
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THE “UMPIRE” WOULD STILL RULE 


Wherever sound business judgment suggests that business volume and 
earnings can be increased by reducing rates, railroads believe they should be 
permitted to make such reductions—but with this important proviso: 

That the Interstate Commerce Commission shall continue to have full 
authority to prohibit rates that are below the cost of providing the service, 
or rates that discriminate against any shipper, any commodity, or any 
community. 

In times past, the “umpire” (the ICC) has agreed that railroads should 
have this right, and in fact, has ruled that such a right was obviously intended 
by Congress. Thus, in 1945, in the Automobile case (259 ICC 475), the Inter- 
state Commerce Commission, construing the intent of Congress in enacting the 
Transportation Act of 1940, said: 

As Congress enacted separately stated ratemaking rules for each trans- 
port agency, it obviously intended that the rates of each such agency should 
be determined by us in each case according to the facts and circumstances 
attending the movement of the traffic by that agency. In other words, 
there appears no warrant for believing that rail rates, for erample, should 
be held up to a particular level to preserve a motor-rate structure, or vice 
versa. {Emphasis supplied.] 

What railroads ask is simply that the Congress reaffirm, and require the 
consistent application of, this sound principle of competitive ratemaking— 
a principle which in 1945 the ICC held to be correct but from which it has 
since departed upon many occasions. Here, in fact, is the exact language of 
the proposal, as embodied in Senate bill 3778 and House of Representatives 
bill 12488, now pending in Congress: 

In a proceeding involving competition with another mode of transporta- 
tion, the [Interstate Commerce] Commission, in determining whether a 
rail rate is lower than a reasonable minimum rate, shall consider the 
facts and circumstances attending the movement of the traffic by railroad 
and not by such other mode. 

This proposed clarification of the law would merely extend to railroads the 
same kind of status long enjoyed by water carriers, which already have the 
right, under a special provision of the Interstate Commerce Act, to have their 
rates regulated without regard to the effect upon railroads. 


COMPETITIVE SIGNIFICANCE 


It is said, however, that since such a small percentage of the rate tariffs 
filed by the railroads are disallowed by the Interstate Commerce Commission 
there is no real interference by the ICC, and the problem is de minimis. If 
the number of rejected tariffs is so small as to be insignificant, why the outery 
on the part of waterway and highway carriers? 

Transportation men know that all but a few of the rate tariffis filed with 
the ICC are technical in nature and have no competitive significance. When 
railroads file a reduced rate with a competitive impact, there is usually a 
protest or many protests, accompanied by requests for suspension of the rate. 
And it takes only one suspended tariff to paralyze a competitive effort involving 
possibly millions of dollars in revenue for an important commodity moving 
in heavy volume. 

Moreover, the concept of the ICC that it cannot approve reduced rates that 
would attract more than what it believes to be a fair share of the traffic in- 
volved has discouraged railroads from filing reduced competitive rates, even 
where they are unquestionably compensatory and nondiscriminatory among 
shippers. 

WE ASK YOU 


Is the proposal to have railroad rates adjudged on the basis of railroad 
circumstances and conditions, and not on the basis of the conditions of their 
competitors, one that will kill the umpire (the ICC), as alleged recently in a 
full-page newspaper advertisement? Or is it a proposal which seeks only to 
state clearly the umpire’s proper role? 

Is it a proposal that, as claimed, would return transportation to the law 
of the jungle? Or is it a proposal that—by removing the artificial handicap 
of requiring railroads to maintain rates merely to protect their competitors— 
would restore to transportation a measure of the kind of competitive enter- 
prise that has worked so well in other parts of the American economy ? 
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Is opposition to this sound and truly American way of doing business based 
on what is fair and in the public interest? Or is it simply an effort on the 
part of motor and water carriers to continue to enjoy as long as possible their 
present protection from fair railroad competition? 

We think the answers are clear—and the American public and its elected 
representatives in Congress will net be fooled by those who seek to distort and 
befog the issue. 

Mr. Hare. Let me ask you this: Of course, if you give the rail- 
roads carte blanche to have a rate war to cut their rates to any fig- 
ure they like, they will take business away from trucks and water 
carriers and so on; then you do get back to what you call the law 
of the jungle, a chaotic situation, everybody trying to cut the throat 
of ever ybody else. 

3ut if you require that all rates be compensatory and nondis- 
criminatory, does that not prevent the law of the jungle from being 
revived / 

Mr. Weiss. On its face, sir, I think the answer to that has to be 
Paes.” 

But it seems to me there are two unanswered questions in the way 
you formulated yours. 

In the first place, what is compensatory, and, secondly, what i 
nondiscriminatory / 

Don't those two words necessitate some judgment ? These are not 
words of science. They are words of art. ‘They have to be inter- 
preted. They have to be applied. They have to be used in a given 
context. 

I don’t think you can pin it down to a mathematical formula, either 
the word “compensatory” or the word “nondiscriminatory.” 

There is a whole range, a whole spectrum of rates which might 
be deemed compensatory. 

You say nondiscriminatory. Toward whom? Toward what? 

Is it nondise a atory outside of the industry, for a commodity, an 
area, or other are 

I think the mks complex of the situation has to be taken into 
account. 

Mr. Hare. That is what the Interstate Commerce Commission is 
for, to determine whether rates are nondiscriminatory in fact and 
whether they are compensatory in fact. 

Mr. Weiss. That is the function of the ICC and I would leave it to 
them to perform that function because you have to look at the com- 
plexion of factors in any given rate situation to determine whether 
it meets the " of discriminator v— 

Mr. Hate. I appreciate that determining whether a given rate is or 
is not compensatory may be quite a lot of work, involvi ing quite a lot 
of investigation and statistic al consideration. You could feed every- 
thing into a Univac maybe, but still that is what the Interstate Com- 
merce Commission is for. 

We have to assume that the Interstate Commerce Commission can 
do the job it is created to do. 

One of the direct questions before this committee is whether we are 
going to allow this section to stand in the Smathers proposal. 

Mr. Weiss. I have tried as objectively as I could to present our 
point of view. 
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Mr. Hate. Certainly we should not allow it to stand if it is going 
to throw down all the bars and let everybody go into cutthroat com- 
petition with what the 1 retail stores call a“loss leader.’ 

Mr. Weiss. That, sir, is our fear. 

Mr. Hate. That is all, Mr. Chairman. 

Mr. Roserts. The gentleman from Maryland. 

Mr. Frieper. Mr. Weiss, am I correct in surmising that you are 
in favor of S. 3778 in its entirety, excluding section 5? 

Mr. Werts. Yes, sir; I would say that. 

Mr. Frrepev. You favor all other parts of the bill excepting that 
section ? 

Mr. Weiss. Yes, sir; because as I said in the beginning, we recog- 
nize that the railroad industry has problems. We think this com- 
mittee and the Smathers committee have honestly tried to face up to 
them and come up with suggested proposals and these we support 
except for this one. 

Mr. Frrepe.. You are speaking for the International Brotherhood 
of Teamsters ? 

Mr. Wetss. Yes, sir. 

Mr. Friepev. That is all. 

Mr. Roserts. The gentleman from Massachusetts, 

Mr. Macponavp. First of all, I should like to compliment you on 
your statement today. I have had very cordial relationships with 
your union, so you will understand that the questions I am about to 
ask are asked to just settle things in my own mind and not for any 
ar, gumenti: itive reasons. 

You use the words “Truckers are little fellows in the United States,” 

Can you document that ? 

Mr. Weiss. Yes, sir: I believe I can 

Mr. Macponarp. By “little fellows,” are you talking about the 
amount of tonnage that is carried percentagewise in this country, or 
what 1s meant by the term “little fellows” ? 

Mr. Werss. May I cite you some figures and I will give you the 
source at the same time ¢ 

Back in 1955—I am sorry I don’t have more up-to-date figures— 
54.9 percent of all certificated motor carriers, and these represented 
9,980 firms, had less than $50,000 gross revenue in contrast to the 121 
class 1 line haulers with revenues of over $1 million annually. 

Mr. Macponatrp. I did not quite mean that because I am sure that 
there are many truckers who employ your union members who are 
perhaps small business and classified as smalf business, but I was 
talking about tonnage moved in the United States. 

Mr. Weiss. I would say, using that criterion, we could still classify 
ourselves as small business. 

To give you one illustration, I do not think there are 10 trucking 
firms, give or take 2 or 3, which are even listed on the big board. 

Mr. Macponatp. Aside from that I am asking about the tonnage 
moved in the United States. Do you have any figures as to how much 
is moved by trucks as compared to railroads ? 

Mr. Weiss. Again this is an out-of-date figure, but it is the one 
I have readily available, sir. 

In 1956, and I will give you the citation in just a moment, the 
railroads carried some 51 percent of all freight traffic while the motor 
carriers have only some 18 percent. 
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Mr. Macponap. 51 percent to 18 percent. 

Mr. Weiss. That is right. The source of that is Traffic World, 
which is a trade journal, March 19, 1956, page 30. 

Mr. Macponatp. Who carries the rest ? 

Mr. Weiss. The water carriers, the pipelines, the airlines. 

Mr. Macpona.p. Pipelines ? 

Mr. Wetss. That is right; they are considered as carriers of prop- 
erty against carriers of passengers. 

Mr. Macponap. I understand your position. It is very under- 
standable, in cutting rates and so forth, but I was wondering why 
would not the public benefit by having a so-called rate war carried 
on in which they would save money ¢ 

Retail stores, everybody would save, I assume by rate cuts, and 
I assume they would pass it on to the consuming public. Why is it 
that you say you appear here now in the public interest ? 

I appreciate the truckers’ position, but what about the public 
position ? 

Mr. Weiss. This takes a little bit of explanation I would like to 
attempt. 

We economists have a habit of analyzing problems in terms of 
short run and long run because, as you well know, the consequences 
may differ according to the 2 points in time. We say that in the 
Jong run the inevitable consequence will be the demise of an inde- 
pendent, trucking industry, subject to the railroad industry, and for 
that reason the public will in the long run suffer. 

Mr. Macvonaup. You mean that if there is a rate war the railroads 
“an absorb losses more than the trucking industry ? 

Mr. Wetss. They have greater financial resources, they have far 
more traffic that is noncompetitive than the trucks bear, coal, other 
gross commodities. . 

A lot of our motor carriers carry only 1 or 2 commodities. There 
are lots and lots of motor carriers that carry only oil, nothing else. 
If they were subject to a rate war on the transportation of oil what 
resources do they have to fall back on to support themselves during 
the rate war phase? 

The railroads, because they have such a diversity of traffic, can fall 
back on its noncompetitive traffic while at the same time it is rate 
cutting competitive traffic. 

Mr. Macponarp. Will you specifically say how long a long-range 
viewpoint is? How many years is a long-range viewpoint ? 

Mr. Weiss. I could not give you a definitive answer tothat. I would 
be less than honest if I attempted it. 

Mr. Macpona.p. Then being very honest, would you not say the 
public in the immediate future would benefit ? 

Mr. Wrrss. In the immediate future perhaps; in the long run, no, 
emphatically so. 

Mr. Macponavp. How long is the long run? 

Mr. Weiss. I cannot qualify that for you, sir. 

Mr. Macponatp. How long is it, 5 years, or 10 years? 

Mr. Wess. Since you ask for a figure I will say 10 years. 

Mr. Macponarp. The public would benefit for 10 years? 

Mr. Weiss. Perhaps. 
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Mr. Macponaup. Why do you say perhaps? If it is true that the 
transportation cost of a product that is being passed on to the con. 
sumr is cut then obviously the consumer is going to save by having 
his costs cut. What is the “perhaps” about that ? ; 

Mr. Weiss. It depends on what stage of the production and dis. 
tribution system the costs are cut. 

If, for example, the rate is cut on a commodity, let us say from 
the mine to the first processor, just that area of transportation cost 
and nowhere else along the production and distribution pro 
does it necessarily follow that the first processor of that product 
will pass on his savings to the second processor, to the distributor 
and in turn to the consumer ? 

Mr. Macpvonaxp. If he is in competition he has to, does he not? 

Mr. Wess. Not necessarily. It depends on his competitive situa- 
tion, does it not? 

Mr. Macponap. That is what I say, if he is in competition, and 
I can think of very few products that are not in competition these 
days. 

Can you name me a product, that is not outside of perhaps natural 
gas? 

Mr. Weiss. Not offhand, sir, but there are limits to the competition 
between products, aren’t there? The degree of suitability is not 
infinite. 

Mr. Macponaup. Before you start lecturing me as if I were back 
in my economics class, I just do not see why fundamentally it is not a 
benefit to the public to have rates cut. 

Mr. Weiss. Are you convinced, sir, that a manufacturer, distributor, 
processor, or miner, or for that matter, the railroad, always and to 
the fullest possible extent passes on savings ? 

Mr. Macponap. I am quite convinced that they only pass on sav- 
ings it has to to stay competitive. We are in a highly competitive 
market I am told, even though there is a recession on, sir. 

Is it true that we are in a competitive business in what is sold in the 
market ? 

Mr. Weiss. Yes. 

Mr. Macponaxp. If you say yes to that, how can you say perhaps 
there will be savings? 

Mr. Weiss. Because there are limits to the degree of competition. 

Let us take “widgets” for example. Suppose for example the rail- 
roads reduced the cost of transportation on widgets, will it necessarily 
follow that the widgets industrially 

Mr. Macponatp. What is a widget ? 

Mr. Weiss. A widget. 

Mr. Macponap. I thought we were back in Salem, Mass., with 
witches. 

Mr. Weiss. If the gadget manufacturing industry gets a saving In 
rate because the railroads reduced the rates in order to carry gadgets, 
does it inevitably follow that the gadget manufacturing industry will 
pass on that saving or any part thereof? 

Does it not depend on the degree to which the gadgets are in com- 
petition with other things? 

That is what I had in mind on the degree of substitution. 

Mr. Macponatp. To boil it down you say that the public would 
benefit by such competition ? 
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Mr. Wess. In the short run. But in the long run they would not 
because you would not have the comprehensive transportation system 
that you have today. You would be putting all your transportation 
eggs into one basket ; namely, primarily the railroads. 

Mr. Macponatp. Could I interrupt you there ? : 

Does the trucking industry pass on the savings that it makes os 
public highways rather than having to maintain their own right-of- 
ways as the railroads do? Do they pass on the savings to the public? 

Mr. Weiss. I would say they were guided in their pricing decisions 
by the same rules which govern the railroads or any other industry. 

I cannot tell you whether they pass on all the savings or any part 
thereof. 

Doesn’t this bear out the point I have made with respect to the 
widget industry ? 

Mr. Macponaxp. Since you are closer to the trucking industry than 
Tam, I thought you would know the answer. 

Mr. Weiss. I don’t do their pricing for them and that is the last 
thing I would want todo. 

Mr. Macponap. Just to recapture Mr. Friedel’s question to you: 
You are in favor of this bill ? 

Mr. Weiss. Yes, sir. 

Mr. Macponatp. Except for the very small section, section 5, that 
you are testifying against? 

Mr. Weiss. Yes, sir. 

Mr. Macpvonatp. Does that represent the view of all the trucking 
industry ? 

Mr. Weiss. I would not know. I have not canvassed the trucking 
industry. 

Mr. Macponap. I thought you were appearing in behalf of them ? 

Mr. Weiss. The Teamsters. 

Mr. Macponatp. Are not the Teamsters irrevocably tied up with 
the trucking industry ? 

Mr. Weiss. In terms of the fact they employ members but our 
points of view do not always necessarily coincide. 

As a laboring organization whose members are employed by the 
trucking industry, and who would be affected by rules which would 
affect the trucking industry we have taken this position. 

Mr. Macponaup. Thank you very much. 

Mr. Roserrs. Thank you, Mr. Macdonald. 

Mr. Weiss, on page 8 of your statement you indicate that the ICC has 
authorized 107.7 percent increases in railroad freight rates since June 
30, 1946. 

Now, the Bureau of Railway Economics, Association of American 
Railroads, gives the revenue per ton-mile in 1946 as $0.978 and in 1957 
as $1.445. 

Now, this is an increase of only 47.7 percent. 

The question I have is: Why have railroad freight revenues not in- 
creased comparable with the authorized increase in rates? (a) Be- 
cause the railroads have not increased rates across the board as author- 
ized but have held down rates on specific commodities where there is 
competition, or (5) because the railroads have been losing their higher 
producing traflic to competitors and are left with lower rate traffic ? 

What is your answer to that question ? 


28621—58 31 











Se ST oA 


oe 


en 


| 


476 RAILROAD PROBLEMS 


Mr. Weiss. Without claiming to be an expert in railroad-rate struc- 
tures and how they have applied their rates I should think that alterna- 
tive (a) is probably the answer; that they have gone to the ICC and 
secured ICC approval for general freight increases across the board 
and then perhaps have not applied it across the board. 

They have probably applied the increase to traffic that was non- 
competitive and perhaps not applied the increase to competitive traffic, 

Mr. Rozerts. One other place in your statement : 

On page 10 you state that countless communities of the United States 
are served solely by trucks, 

Now, you further state: 

If trucklines serving the major cities are weakened by railroad rate cuts 
implicit in S. 3778, how are these small communities which do not have rail 
or water carriers to receive their daily necessities? 

I believe you in part answered that question in your colloquy with 
Mr. Macdonald. 

If I understand you correctly, you believe that in those communi- 
ties that would be without any transportation were it not for the trucks 
there would not be enough traffic from those communities alone so 
that they could have feasible operations, economically feasible opera- 
tions? 

Mr. Weiss. That is right, sir. 

Mr. Roserrs. There is one other part of your statement that I did 
not quite understand and that was where you state: 

Railroads have high fixed or constant costs (between 20 and 30 percent) which 
do not vary with the volume of movement. 

You go ahead and say: 

They must have volume even if it means cutting competitors’ rates and that they 
are willing to carry traffic at low out-of-pocket rates which make only a slight 
contribution toward meeting the overhead fixed expenses. 

I wondered if I understood that, or not. You compared it to the 
fact that the motor carriers have high direct or variable costs and 
relatively slight overhead and, therefore, have little room for price 
competition. 

It seems to me that in a way you are saying that the trucks do have 
a sort of umbrella over their rates. 

DoI get you right on that ? 

Mr. Wetss. No, sir; the point I was trying to make is this: The 
railroads have a lot of fixed equipment. They have terminals, they 
have engines, they have freight cars, they have trackage which they 
have to buy, which they have to maintain, things of that sort. 

They have schedules which they operate under. 

Now, all these things, these heavy equipments, these capital expendi- 
tures, once bought, constitute their fixed costs: therefore, any revenue 
they get which helps to pay off these capital investments, these fixed 
costs, are to their advantage and to their benefit. 

If in addition to that they can get just a little extra, which goes 
to pay for the running of the equipment which carries the freight, they 
are still better off. 

So, therefore, I am saying to you this: The railroads, because of the 
nature of their cost structure, are under a compulsion to get a lot of 
volume. If they can get enough to pay off these fixed costs in the 
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form of interest, let us say, on capital expenditures, plus a little some- 
thing extra, they are ahead of the game rather than being stuck with 
these fixed costs, the interest payments and the like, the heavy financial 
overburden on the industry, without any traffic, with locomotives and 
freight cars and similar equipment standing idle. 

The very nature of the cost structure of this industry requires a 
lot of volume and any revenue above, slightly above out-of-pocket 
cost isso much to the good from their point of view. 

I think the very same point was made bY, aa Langdon this morning 
in the little example he gave you of the $4, $3, $314 

The trucks, on the other hand, have a much smaller capital invest- 
ment. After all, the cost of a truck, tractor, or trailer, is far less than 
the cost of a locomotive. The cost of a truck terminal is far less than 
union station or a freight yard with all of the switching equipment. 

So that envthink you get to meet your financial « bligations incurred 
in developing and maintaining and operating these heavy fixed costs 
is to the railroad’s advantage and explains why they have to get 
volume and explains why they are susceptible to rate cutting. 

Mr. Roperts. I certainly am not qualified to engage in an argument 
as to the economics of this thing, but it would seem to me that those 
high fixed costs, constant costs, would tend to make the rail manage- 
ment very reluctant to get a rate that did not taal ¢ those heavy invest- 
ments into consideration. 

Anyway, I thank you for your testimony. 

Mr. Macponavp. Mr. Chairman, could I ask one other question ? 

Mr. Roperrs. Yes. 

Mr. Macponabp. I got so involved in economics that I forgot to ask 
my main question. 

You said that in the short range the public would benefit. 

Mr. Wetss. On the assumption that the lower rates actually resulted 
in lower prices. 

Mr. Macvonatp. You fixed that at about 10 years? 

Mr. Weiss. You asked for a figure, sir. 

Mr. Macponatp. I meant to ask you, and I now do ask you: Why 
would the public suffer in the long run ? 

Mr. Weiss. Because the long run, as I see it, and I am not trying 
to raise just a specter, will be a railroad industry controlled trans- 
portation system with the trucking industry and other modes of trans- 
portation greatly ee in scope and in competitive vitality. 

You know as well as I do from your history what happens when one 
form of public utility, and railroads are in essence a public utility, 
gets the upper hand. It is that very fact that caused the ICC act 
to be enacted in the first instance, because I think you will have de- 
bilitated, weakened a transportation system which has strong vital, 
independent competing modes of transportation. 

I want to see all of them competing with each other because the 
unity which is and should be the transportation system of this country 
will be greatly enhanced than if you had essentially one dominant 
mode of transportation. 

That is my answer to you, 

Mr. Macponatp. That is an answer, but ] do not know if it was the 
answer I was looking for. I was‘asking why. 
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Mr. Weiss. Once the railroad industry gains control, then it will 
act as a monopolist, and you know what happens to prices under a 
monopoly situation. 

Mr. Macponavp. Let us say we follow your reasoning and say that 
prices are cut with resulting benefit to the public. What is going 
to then reraise the prices ? 

Mr. Wetss. The fact that the trucking industry and other modes of 
transportation will be greatly weakened or virtually nonexistent and 
the railroad asa monopolist, then can raise rates. 

Mr. Macponatp. You say the trucks cannot operate at this price 
that the railroads can, so I take it your argument is that that will 
drive the trucks off the roads ? 

Mr. Weiss. Yes. 

Mr. Macponatp. We both know that there are plenty of places 
where trucks are doing good business now because the railroads can- 
not go there in the first place; is that not right ? 

Mr. Weiss. Yes. 

Mr. Macponatp. So they are not going to be affected ? 

Mr. Wetss. There is an adverb missing there, affected little or 
large? 

Mr. Macponarp. Adversely affected ? 

Mr. Weiss. I would say they would be. 

Mr. Macvonap. If the railroads cannot go there how would it 
affect the trucks? 

Mr. Wetss. Just in those areas where the railroads cannot go. 

Mr. Macponarp. The railroads have a fixed roadbed; they can only 
go where it goes. They are not going to branch out, they are not 
going to start building new roads. 

Mr. Wrtss. In those areas where the railroads do not operate the 
trucklines will continue to operate, but the question is 

Mr. Macponaup. Will those trucklines be hurt ? 

Mr. Wess. That depends on whether there is enough traffic solely 
within those areas in which the railroads do not operate to provide 
for an efficiently functioning and profitable truckline. 

Mr. Macponaxp. Is it not the fact that a lot of truckers move into 
railroad terminals ? 

Mr. Weiss. Certainly. 

Mr. Macponap. Therefore, if the rates are lower on the railroads, 
which you say they will be if this thing turns out, there will be more 
traffic on the railroads ? 

Mr. Wetss. Yes. 

Mr. Macponatp. And, therefore, the truckers will in turn have more 
tonnage to be worked upon because of their share of transferring 
the tonnage of freight from the terminals out to the places where the 
rest of the railroad cannot go. 

So in reverse wouldn’t it help the trucking industry ? 

Mr. Weiss. No, and I would like to explain, sir. The railroads 
operate between the major freight and commerce areas of our country, 
between the major production cities and trade cities of our country. 

Very, very often the trucklines run along parallel highways, com- 
peting for that traffic. If my argument is valid that this section 5 
gives an undue competitive adv: ant: ige to the railroads the conse- 
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quences which are that the rails will take over that traffic, then the 
trucks in those competing areas go out of business. 

That is the tenor of my argument. 

Mr. Macponap. The public benefits because they get lower rates; 
is that right ? 

Mr. Weiss. That is a very big if in my mind. 

Mr. Macponap. If the trucks can carry it at the same rates the 
railroads will, they will not go out of business and if they do not the 
public will get the savings ? 

Mr. Weiss. If the trucks are carrying it at the same rate as the 
railroads? 

Mr. Macpona.p. Yes. 

Mr. Weiss. Then I would say yes, you are right. 

Mr. Macponap. So how would the public be hurt in the short or 
long run. As soon as the railroads raise their rates to the point where 
the trucks can compete again the trucks will be back in business again. 

Mr. Weiss. That means you will have to reconstitute a trucking in- 
dustry or trucking firm which is not done overnight. 

Mr. MacDonatp. The trucking industry is a bit of a monopoly, it- 
self. Isn’t it difficult to get a license between two points? 

Mr. Wetss. Quite to the contrary. Ease of entry is the usual case. 

Mr. Macponaup. You have been talking to different truckers than 
those whom I have talked to. Have you been on an ICC hearing when 
X line wants to run between Boston, Mass., and Dover, Del.? Every 
other trucker between here and the New York line, Albany, Ports- 
mouth, Boston, is in to say no, this trucker should not have the route. 

Mr. Wess. Isn’t the proof of the pudding whether ICC does award 
operating rights to a new firm or extend the operating rights of an 
existing firm ? 

Mr. Macponatp. I do not want to prolong the hearing because we 
have been here a long time, but just suggest that you take a look at 
how many new lines have been given by the ICC to truckers in the 
past year or so in New England as a concrete example. 

I think you will be surprised. 

In closing, I will say this, I still have not heard how the public 
is going to be hurt in the long run. 

Mr. Weiss. At the risk of repeating myself, I say the public will be 
hurt in the long run because competing modes of transportation will be 
largely put out of business. 

The railroad industry will be in a monopolistic position and rates 
will rise accordingly, and that you will not have a uniform vital trans- 
portation system, and I emphasize the word “system,” which is com- 
posed of strong units comprised of various modes of transportation 
and not only mainly one. 

Mr. Macponatp. Thank you, sir. 

Mr. Roserts. Thank you, Mr. Weiss. 

Mr. Langdon, I want to get through here about 4 o’clock, if possible. 
The staff has handed me the language adopted by the Senate subcom- 
mittee with reference to section 5, subsection 3. Let me read the lan- 
guage and would you care to comment on your position with reference 
to that language. 

I realize it may be an imposition on you. If you would rather file 
your statement with reference to your position, that will be perfectly 
all right. 
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STATEMENT OF JERVIS LANGDON, GENERAL COUNSEL, THE BALTI. 
MORE & OHIO RAILROAD, BALTIMORE, MD.—Resumed 


Mr. Lanepon. I am wondering if that might not be better to defer 
our comment until tomorrow. It was just handed to me, too. I have 
some first reactions, but sometimes I have expressed first reactions and 
then regretted them later. 

So I would like to have a chance to study this thing carefully if I 
might and possibly tomorrow morning, with Mr. Prine e, submit our 
understanding and appraisal of this. 

Would that be satisfactory ? 

Mr. Roserts. I think so, without objection from the members of the 
subcommittee, because that language has just come to the attention of 
the committee today. 

I note that the staff has reminded me that Mr. James Fort of the 
American Trucking Associations is also present. 

Would you care to avail yourself of the same privilege ? 

Mr. Forr. We will be delighted to, Mr. C ‘hairman. 


Mr. Rozerts. The record will remain open to receive those state- 
ments. 


(Comments of the Association of American Railroads and of the 
American Trucking Associations follow :) 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., May 27, 1958. 
Congressman OREN HARRIS, 
Chairman, Transportation and Communications Subcommittee, 
Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN Harris: This is in response to a request, which Congress- 
man Roberts addressed to representatives of the Association of American Rail- 
roads at the conclusion of hearings before your subcommittee yesterday, for 
comments on section 5 of 8. 83778 as approved by the Senate Committee on Inter- 
state and Foreign Commerce May 26, 1958. This section would add a new sub- 
paragraph (3) to the rule of ratemaking as set forth in section 15a of the Inter- 
state Commerce Act. 

In 1940 the Congress made clear its intent that all forms of transport be 
governed by the same basic rule of ratemaking under which railroad rates would 
be based on railroad conditions, truck rates on truck conditions and water- 
earrier rates on water-transportation conditions. While the language of the 
revised rule is not as definitive as had been hoped, we believe it constitutes a 
reaffirmation of this purpose of the Transportation Act of 1940 and a bar to the 
paternalistic approach of disallowing a carrier’s rates to protect the traffic of 
another mode of transportation. 

Put in another way, this provision recognizes the soundness of the interpreta- 
tion placed on the act by the Interstate Commerce Commission in the New Auto- 
mobiles case and should prevent future deviations from it. 

In general, it may be said that this proposal does not give us the full measure 
of relief we sought in the making of competitive rates but clearly it does permit 
the forces of competition to play a stronger part in ratemaking than heretofore. 

Accordingly, we intend to support the proposal. 

Respectfully yours, 
DANTEL P. Loomtis. 


STATEMENT BY Guy W. RUTLAND, JR., AMERICAN TRUCKING ASSOCIATIONS 


The trucking industry has consistently opposed any weakening of the Inter- 
state Commerce Commission’s power to prevent destructive competition in trans- 
portation. The proposed amendment to the ratemaking provisions of the 
Smathers bill, S. 3778, as reported out by the Senate Committee on Interstate and 
Foreign Commerce, appears to retain such essential power in the ICC. To the 
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extent that the writing into statutory form of the present policy of the ICC, may 
once and for all put an end to the continuous complaint of the railroads, that 
a so-called umbrella is being held over the rates of rail competitors, the trucking 
industry does not oppose this specific proposal. 


Mr. Roserts. I have one other statement for the record. The state- 
ment of Harry M. Mack, president of the Ohio Valley Improvement 
Association, in opposition to section 5 of S. 3778, which will be filed 
for the record. 

(The statement referred to follows :) 


STATEMENT OF HARRY M. MACK, PRESIDENT, OHIO VALLEY IMPROVEMENT 
ASSOCIATION, INC., IN OPPOSITION TO PRINCIPLES OF SEcTION 5 or S. 3778 


My name is Harry M. Mack. I am president of the Ohio Valley Improve- 
ment Association, Ine., a nonprofit corporation of the State of Ohio, with its 
principal office in Cincinnati, Ohio. This association, organized in 1895, is dedi- 
eated to the development and more effective use of water resources in the Ohio 
River Basin, including particularly improvement of navigation facilities, do- 
mestic and industrial water supply and flood control. Its membership includes 
industries such as coal, oil, steel, aluminum, chemicals, and power, as well 
as chambers of commerce, shippers, banks, river operators, merchants, citizens, 
and civic groups who support its work and program. 

This association is grateful for this opportunity to present for your consid- 
eration its views in opposition to the principles embodied in section 5 of the 
Smathers bill, S. 8778. This section, if adopted, would amend section 15 (a) 
of the Interstate Commerce Act by adding a new paragraph as follows: 

“(3) In a proceeding involving competition with another mode of transporta- 
tion, the Commission, in determining whether a rail rate is lower than a rea- 
sonable minimum rate, shall consider the facts and circumstances attending the 
movement of the traffic by railroad and not by such other mode.” 

We believe that this provision would be severely damaging to existing indus- 
try and to further industrial development in the Ohio Valley, a community of 
over 19 million persons extending over 650 miles through 7 States, and that 
it would be injurious to the railroads themselves. 

The membership of this association has formalized its firm opposition to any 
change in existing law which would have the effect of depriving the public of 
the inherent advantages of low-cost water transportation and which would, 
therefore, in the long run, result in stifling economic growth and industrial 
development through increased freight costs. 

This opposition is expressed in the following paragraph from the preamble to 
resolutions adopted by the membership of this association at its annual meeting 
held October 4, 1957: 

“The availability of low-cost water transportation is a result not only of 
improved waterways and technical improvements in water-carrier operations, 
but also of a Federal regulatory policy which recognizes the inherent advan- 
tages of each mode of transportation and requires that such advantages be pro- 
tected against destructive competitive practices. Any radical change in Fed- 
eral regulatory policy tending to shift the balance of competitive forces against 
the water carriers would deprive the public of the benefits of low-cost water 
transportation and would in the long run result in increased freight costs. The 
orderly development and economic progress of the Ohio Valley and the Nation 
will be best served by continuation of the tested and proven principles of trans- 
portation policy embodied in existing law.” 

It is our firm conviction that sound development of the Ohio River and its 
tributaries to provide low-cost water transportation, abundant water for human, 
agricultural, and industrial use, and protection against the ravages of floods, is 
a major factor in the overall growth and prosperity of the regional and national 
economy. Past experience affords eloquent confirmation. 

Despite inadequacies in the existing navigation and flood-control facilities, 
the valley has witnessed a phenomenal economic growth in the postwar period. 
Indeed, our most recent survey shows that investments, made or announced, for 
construction of new and expanded plant facilities in the counties bordering the 
Ohio River and its navigable tributaries, have totaled more than $13 billion since 
January 1, 1950. The availability of low-cost water transportation and adequate 
water supply furnished by the river system is the foundation of this entire struc- 
ture of growth. The program of navigation, flood-control, and water-storage im- 
provements for the Ohio Valley, for which Congress has already appropriated 
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large sums, is designed to remedy the inadequacies of the present facilities in 
order to permit further growth commensurate with the natural economic potential 
of the valley. 

The railroads themselves have been among the principal beneficiaries of this 
river-stimulated development. 

The extensive industries recently established along the Ohio River and its 
tributaries bring in bulk materials and fuels by water and both receive and ship 
major volumes of high-value products by rail. Industrial development has thus 
generated highly lucrative railway traffic. In a study of Ohio Valley railroads 
submitted to the Surface Transportation and Communications Subcommittee of 
the Senate Interstate and Foreign Commerce on March 26, Prof. Marvin J. Bar- 
loon, of Western Reserve University, conclusively documented the operating 
prosperity of Ohio Valley railroads. Since the end of World War II, their 
experience has been markedly superior to the national average of class I railroads, 
with respect to volume of freight, freight revenue, and operating profits. Railway 
carloadings in the Ohio Valley have likewise increased more than the national 
average, especially in more recent years. 

Indeed, Ohio River barge traffic contributes to railroad prosperity outside the 
valley. A growing portion of Ohio River traffic moves in and out of the Mis- 
sissippi River, carrying massive tonnages to and from points as far away as 
Minneapolis and New Orleans. Professor Barloon’s testimony demonstrated that 
the railroads of the Mississippi Valley likewise have been enjoying a markedly 
higher volume of freight, freight revenue, and operating profit than the national 
average and that this is particularly true of 2 out of 3 of the lines most exclusively 
waterway competitive. 

Since the end of World War II, the volume of freight carried by barge on the 
Ohio and Mississippi Rivers has more than tripled. If waterway competition 
were damaging to the railroads, one would consequently have expected the river- 
valley railroads to be among the chief sufferers. In extensively documented 
detail, however, Professor Barloon’s testimony demonstrated them to have been 
among the chief beneficiaries. Your attention is respectfully invited to his testi- 
mony as it appears in the records of the Smathers committee hearings. 

Enactment into law of the principles embodied in section 5 of S. 3778 would 
invite a shortsighted rate-cutting attack by these railroads on their smaller water- 
way competitors. Because of high fixed costs, railroad management is subject 
to the irresistible temptation to cut competitive rates below cost, and because of 
their huge backlog of non-water-competitive traffic, both inside and outside the 
river valleys, the railroads can replenish their competitive losses indefinitely. 
Railroads are vastly bigger business firms than the more specialized water car- 
riers, and by selective rate cutting, they can destroy the water carriers one by 
one. Having cleared the field of significant waterway competition, the railroads 
would then be free to restore rates to higher levels, the historically invariable 
sequel to transportation rate wars. If any doubt persists as to the realism of 
this prospect, reference to the competitive extermination of waterway trans- 
portation prior to the adoption of the Act To Regulate Commerce of 1887, should 
dispel the uncertainty. Indeed, the terms of the Smathers bill impose an even 
greater threat. In the setting of the financial assistance to the railroads provided 
in the Smathers bill, the rate wars permitted by section 5 would in effect be under- 
written by the Federal Government. 

May this association respectfully point out that the objective of the Smathers 
bill is to relieve the railroads from operating and financial distress. In its 
destructive impact on industrial development in the Ohio Valley, section 5 would 
have the opposite effect. Only in the short run and in a superficial sense, would 
it provide any assistance to the valley railroads. Its enduring effects, on the 
other hand, would be the stifling of further industrial growth, based on river- 
borne commerce, to the long-run hardship of the valley railroads themselves. 

To permit the railroads to embark on this destructive course of conduct would 
deprive the Nation of the inherent advantages of low-cost water transportation 
and of a major national defense asset—the modern barge fleet. It would, more- 
over, directly conflict with the established policy of Congress, reflected in the 
Hoch-Smith resolution and the national transportation policy to encourage all 
modes of transport and to preserve the inherent advantages of each. Reestab- 
lishment of the railroad monopoly would inevitably increase transport costs and 
thus discourage industrial development based upon water transport; it would 
moreover penalize the farmers with lower realization for grain, and it would 
result in the raising of prices to consumers of electric power and countless 
commodities essential to daily life. 
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Finally, adoption of this provision would impair the entire national invest- 
ment in improved navigation facilities on the inland waterways and nullify the 
hopes of many millions of people in the great river valleys for a better life 
based upon the improvement and fuller utilization of the Nation’s waterways 
as arteries of commerce. 

Under such a shortsighted policy, the railroads themselves would be among 
the principal sufferers. For in the river valleys where bulk commodities and 
fuel move by water at low rates to industrial plants, the railroads have reaped 
a rich harvest in higher value freight on finished goods. 

This association is keenly aware of the importance of the railroads to the 
national economy. It favors such sound and constructive measures as may be 
required to relieve their financial difficulties. But it is also convinced that all 
means of transport must be fostered and preserved and that no one mode should 
be permitted to destroy the others. 

We respectfully submit the principles of section 5 of the Smathers bill are 
contrary to the national interest and should not be enacted into law. 


Mr. Roserts. This concludes the hearings other than leaving the 
record open to receive the statements of Messrs. Langdon and Fort. 

I would like to thank all the witnesses who have participated and 
the members of the subcommittee for their attendance. 

The hearings have been long, I think, but I think the subcommit- 
tee has received a lot of wonderful information, and we are grate- 
ful to all who have participated in the hearings. 

The committee will be in recess. 

(The following material was submitted for the record: ) 


CONGRESS OF THE UNITED STATES, 
HovuSE OF REPRESENTATIVES, 
Washington, D. C., June 4, 1958. 
Hon. Oren Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: I am attaching herewith a photocopy of a letter I have 
just received from the State Corporation Commission of Virginia. 

Although I am in substantial agreement with the majority of the recom- 
mendations embodied in H. R. 12488, I should like to express to the commit- 
tee my complete support of the position of the State Corporation Commission of 
Virginia on the specific points contained in the attachment. 

With very best wishes, I am 

Sincerely yours, 
J. VAUGHAN GARY. 


COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 
June 2, 1958. 
Hon. J. VAUGHAN GARY, 
House Office Building, 
Washington, D. CO. 

Dear Mr. Gary: The State Corporation Commission of Virginia objects 
to those provisions of Senate bill 3778 that transfer from the States to the United 
States jurisdiction over railroad operations that has been exercised by the States 
since railroads were invented. 

The existing authority of the Interstate Commerce Commission over intra- 
state rates is entirely adequate to keep State commissions from discriminating 
against or burdening interstate commerce and ought not to be expanded. 

Jurisdiction over discontinuanec of passenger trains and other railroad facili- 
ties should be left with the State commissions. They are better equipped than 
the Interstate Commerce Commission to do justice between the railroads and 
the public. They have given the railroads all the relief that they can reason- 
ably claim. For example, the Virginia commission during the past 3 years passed 
on 19 applications to curtail passenger service and let the railroads discontinue 
40 of the 42 trains that they wanted to discontinue. In 50 cases seeking the 
removal of station agents it granted the relief sought in 45 cases. It allowed 
eurtailment of station services in 11 cases out of 11. In 47 cases seeking dis- 
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continuance of express service it granted the relief sought in 46 cases. The 
State corporation commission acts promptly in all cases. Virginia is one of 48 
States. If Virginia had 127 cases in 3 years the country as a whole must have 
had 6,000 cases in the same period. The Interstate Commerce Commission would 
be swamped by these cases. It could not dispose of them as promptly as the 
State commissions. It could not possibly be as familiar with local conditions 
as the State commissions. 

The proposed invasion of the rights of the States is contrary to the best inter- 
ests of the people of all the States, which means that it is contrary to the best 
interests of the people of the United States. 

Yours very truly, 
H. Lester Hooker, Chairman. 
RatpH T. CAtTTERALL, Commissioner. 
JESSE W. DILLON, Commissioner. 


THE PROPELLER CLUB OF THE UNITED STATES, 
Port of Houston, 
Houston, Tex., May 16, 1958. 
Hon. Hersert C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 
House Office Building, Washington, D. C. 


My Dear CoNnGRESSMAN: It is my understanding that the House Committee 
on Merchant Marine and Fisheries is now considering a companion bill to Senate 
bill 3778. This bill deals with proposed legislation to aid the railroads based 
on the Smathers committee report. 

Recommendation 3 of the Smathers committee report would grant authority 
to the railroads to lower the rates on traffic which is competitive with the inland 
waterways carriers. These rates could be lowered to a point where they would 
be destructive of waterways competition. 

We, of the Propeller Club, are opposed to recommendation 3 of the Smathers 
committee and have strongly voiced such opposition with the Senate subcom- 
mittee now considering S. 3778. At the 31st annual convention of the Propeller 
Club the following resolution was adopted: 

“The Congress is urged to decline to give consideration to any bill inequitably 
dividing transportation costs among users, or any bill permitting competitive 
practices destructive to one or more modes of transportation, or any bill pro- 
viding one mode of transport with an unfair advantage over another.” 

The inland wate: ways industry has raised no opposition to the proposed legis- 
lation other than opposition to recommendation 3 of the Smathers committee 
report. We trust that your committee will see fit to oppose this recommendation 
and not permit the towboat and barge industry to be burdened with unfair com- 
petition which could lead to the complete destruction of this industry. 

Yours very truly, 
G. Harris Emie, President. 


STATEMENT OF ANGUS MCDONALD, COORDINATOR, DIVISION OF LEGISLATIVE SERVICES 
, ’ 
NATIONAL FARMERS UNION, IN OpposiITION TO SECTION 5 or S. 3778 


Mr. Chairman and members of the committee, before commenting specifically 
on section 5 of S. 83778 to which we wish to address our remarks, we will make a 
general statement in regard to the position of the National Farmers Union per- 
taining to transportation regulation. We believe history has proved that regu- 
lation by a Federal agency is not only necessary to protect the public interest but 
is absolutely essential to protect the national transportation system from the 
ravages of cutthroat competition. It is also necessary to protect shippers, 
farmers, and others from abuses which existed before they were made illegal by 
the Interstate Commerce Act. 

During the last half of the 19th century the farmers of the Nation suffered 
immeasurably from the pernicious practices of the railroads. These abuses took 
the form of discriminatory rates, of rebates to large shippers not enjoyed by 
smaller ones, and other various practices which brought about a scandalous 
situation finally resulting in the passage of the Interstate Commerce Act. 
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The earlier laws were found insufficient to control properly the growing and 
changing transportation system. As a result, the ICC Act was revised from 
time to time. Taken into account were various changes in the railroad segment 
of the transportation system and the advent of motor transportation. With the 
growth of all the segments of the transportation system, including railway, water, 
truck, and air, it was found necessary, in order to prescribe just and reasonable 
rates, to give consideration to certain factors. These factors have come to be 
known as the three shall nots. They include the effect of rates on the movement 
of the traffic by the carrier by which the rates are prescribed; consideration of 
the need of adequate railway transportation at the lowest possible cost con- 
sistent with the good business principles and the need of revenues sufficient to 
enable the carrier to provide sufficient service under economical management. 

Another factor given consideration has been the need for a strong national 
transportation system consisting of all modes of transportation. While the 
railroads may be considered the strongest segment of transportation, and per- 
haps the most necessary, this does not lessen the importance of our great system 
of water transportation, motor transportation, and air transportation. All are 
important and necessary to our economy, to the welfare of farmers, consumers, 
and shippers and to the national defense. In the past when these standards were 
not given consideration, the result was cutthroat competition and the elimina- 
tion of vital water transportation. It should be emphasized that cutthroat 
competition temporarily benefitting shippers and consumers, in the long run is 
adverse to their interest. When competition is eliminated by cutthroat methods, 
the dominant carrier, secure in his monopolistic position, raises rates arbitrarily 
and unduly to the detriment of all of those who use the transportation system 
or are affected by it. 

We are cognizant of the precarious financial conditions of the railroads at the 
present time, Their plight has been well publicized at public hearings and in 
newspapers and in various other publications. The perennial passenger deficit 
of the railroads have been known to this committee, to Farmers Union and we 
assume to most literate persons in the Nation for many years. It is also well 
known that the farmers of the Nation indirectly pay their way insofar as trans- 
portation costs of commodities they buy and sell are concerned. 

Farmers pay transportation costs on every bushel of wheat and on every other 
commodity which they sell. The price of wheat at Chicago or other terminal 
points includes the transportation cost of the wheat from the point of produc- 
tion to Chicago or other terminal points. The farmer receives the Chicago price 
less the transportation cost. The farmer also pays the transportation costs on 
other commodities and supplies that he buys. Freight charges are automatically 
added to the free-on-board price of every ton of fertilizer and every farm im- 
plement which he buys. 

The farmer during the last 12 years, beset by many economic ills, including 
rising costs and monopolistie prices of things he buys and low prices of things 
he sells, has been faced with spiraling transportation costs. The Interstate 
Commerce Commision, supposed to be an agency to regulate the transportation 
system in the public interest and in the interest of farmers, has been very 
solicitous of and responsive to the pleas of the railroads. Although freight 
traffic was paying its way, the ICC response to the growing passenger deficit was 
to repeatedly raise rates on farm commodities—12 across-the-board freight-rate 
increases have been granted during the last 12 years. During this period farm 
income steadily declined except for the brief period of the Korean war. 

We fail to see what purpose is to be served by treating unfairly other modes 
of transportation because the railroads are in economic straits. The passenger 
deficit, we presume, is here to stay, even if water and truck transportation is 
eliminated altogether. The Senate subcommittee has given us a clue which 
perhaps will help solve the mystery of the plight of the railroads. We quote 
from the committee’s report: 

“A fourth reason (for the decline of the railroads) is the attitude of some 
railroad managements. There has been a failure to recognize changing con- 
ditions, times, and tastes. A failure to compete aggressively for business by use 
of modernized equipment, by adjustments in plant and financial structures, as 
well as failure to adjust rates to compete effectively for traffic. 

“The railroad industry has not, in the subcommittee’s opinion, been sufficiently 
interested in self-help in such matters as consolidations and mergers of railroads; 
joint use of facilities in order to eliminate waste, such as multiple terminal and 
yards that require expensive interchange operations; reduction of duplications 





Agee BTS ae 


En IPE ATTA STEELE IEE § PIE ALE TITS 


SI RA Pet OI TREE! 





486 RAILROAD PROBLEMS 


in freight and passenger services by pooling and joint operations; abandonment 
or consolidation of nonpaying branch and secondary lines; abolishing of unnec- 
essarily circuitous routes for freight movements; improved handling of less-than- 
carload traffic; coordination of transportation services and facilities by estab- 
lishment of through routes and joint rates, with other forms of modernization of 
the freight-rate structure, including revision of below-cost freight rates to levels 
that cover cost and yield some marg’n of profit as well as adjustment of rates 
excessively above cost to attract traffic and yield more revenue. * * * 

“The subcommittee realizes that the railroads’ financial condition results in a 
large measure, from the general passenger deficit of about $700 million in 1956, 
and similar amounts in recent years.” 

For the above reasons, the National Farmers Union is emphatically opposed 
to section 5 of S. 3778 which would strike down section 15a of part I of the ICC 
Act, titled “The Rule of Ratemaking.” We believe that the enactment of sec- 
tion 5 would not only adversely affect other modes of transportation but is con- 
trary to the interest of farmers, consumers, and shippers in general and even 
contrary to the interest of the railroads themselves. We recommend not a 
weakening of the regulation but a strengthening of it with due consideration 
given to the economic well-being of the railroads and other modes of trans- 
portation. 

In the event that the railroads are unable to solve their problems with the 
help of the Commission, we suggest that this committee seriously consider the 
possibility of initiating an investigation to obtain all of the facts in regard to the 
dilemma of the railway systems. In order that the committee may make rec- 
ommendations to the Congress which would in some way get the railroads out of 
the morass in which they find themselves, every possible economic solution 
should be considered, including that of Government ownership. We do not think 
the shibboleth of so-called free enterprise should prevent the Congress from 
taking the proper steps. Other nations have found it necessary, in order to have 
a strong transportation system, to assume managerial functions in order that 
the interest of all economic segments of the Nation may be protected and the 
national defense assured. It may well be that this Nation should seriously con- 
sider taking such a step. At any rate the railroads should be put on notice that 
they must put into effect economies and eliminate glaring inefficiencies and 
duplications of service as speedily as possible. 


Las VeGAs, N. Mex., May 28, 1958. 
Hon. J. J. DEMPSEY, 
House of Representatives, 
Washington, D. C. 
Deag Mr. Dempsey: Your support of H. R. 12488 for beneficial railroad legis- 
lation will be appreciated. 
Very truly yours, 
CARL G. BREUNING. 


CLovis, N. Mex., May 26, 1958. 
Hon. JOHN J. DEMPSEY, 
House of Representatives, 
Washington, D.C. 

DEAR CONGRESSMAN Dempsey: Companion bill H. R. 12488 to S. 3778, is an 
excellent solution to the financial status of our Nation’s railroads, and I urge 
you to support H. R. 12488. 

Respectfully, 
Mrs. Henry PAYNE. 


SAnTA Fr, N. Mex., May 28, 1958. 
Hon. JouN J. DEMPSEY, 
House of Representatives, 
Washington, D. C.: 

A study has convinced us that S. 3778 contains provisions which would ulti- 
mately help the schools of New Mexico; therefore, we respectfully request your 
favorable consideration of it. 

Tom WILFY, 
Erecutive Secretary, NMBA. 
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ALBUQUERQUE, May 238, 1958. 
Representative DEMPSEY. 
Dear Str: May we have some assistance in getting the Smathers bill, S. 3778, 
passed? 
Our railroads need help to get our Nation’s transportation on the right 
track. 
Competitive rates—the railroads should have the same rights as other forms 
of transportation. 
The Smathers bill seems to perfect solution of the many troubles confronting 
our railroads today. 
How about some help to get it passed? 
Sincerely, 
Mrs. S. RutrH Doran. 


CLOVIS PRINTING Co., 
Clovis, N. Mexv., May 28, 1958. 
Hon. JOHN J. DEMPSEY, 
Washington, D.C. 

DEAR CONGRESSMAN DEMPSEY: We are writing you urging your support of 
H. R. 12488, which we feel would be very beneficial to the railroads of the 
country. 

Like yourself, we consider the Nation’s railroads basically essential to the 
welfare of the United States. We trust that the Congress will be able to pass 
legislation which will aid this great industry, that we in Clovis, N. Mex., regard 
as the foundation of our city. 

Thanking you for your efforts, we are, 

Sincerely yours, 
L. W. OSWALD. 


Las VeaAs, N. Mex., May 27, 1958. 
Representative Joun J. DEMPSEY, 
Washington, D.C. 

DEAR Mr. REPRESENTATVE: May I call your attention to bill H. R. 12488? This 
bill is now before the House. I think this bill offers some good solutions to the 
very grave problems our railroads are facing. 

Your support of bill H. R. 12488 will be appreciated and will be a real help to 
me, since I am a railroad employee. 

Yours truly, 
W. F. WALTON. 


Las Veacas, N. Mex., May 27, 1958. 
Representative JoHN J. DEMPSEY, 
Washington, D.C. 

Dear Mr. REPRESENTATIVE: May I ¢all your attention to bill H. R. 12488? This 
bill is now before the House. I think it offers some good solutions to the very grave 
problenis our railroads are facing. 

Your support of bill H. R. 12488 will be appreciated and will be a real help to 
us, Since my husband is a railroad employee. 

Yours truly, 
Mrs. W. F’. WALTON. 


Hur.ey, N. Mex., May 28, 1958. 
Hon. JOHN J. DEMPSEY, 
House of Representatives, Washington, D. C. 
Dear Mr. Dempsey: I am a railroadman and feel that House bill H. R. 12488 
would help to solve some of the railroads’ problems. 
Your support will be appreciated. 
Yours truly, 
R. F. PEARSON. 


ALBUQUERQUE, N. MEx., May 25, 1958. 
DEAR Mr. Dempsey: Railroaders need your help now. As a railroad worker 
I ask that you support S. 3778 and Senate Resolution 303. 
Thanks. 
Respectfully, 
LEON H. MUDGETT. 
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Crovis, N. Mex., May 28, 1958. 
Hon. JoHn J. DEMPSEY, 
House of Representatives, Washington, D. C. 
Dear Mr. Demrpsey: May I please ask your support of bill H. R. 12488? I 
feel that it offers some good solutions to the problems now facing the railroads, 
Yours truly, 
T. M. WRIGHT. 


Crovis, N. Mex., May 28, 1958. 
Hon. Joun J. DEMPSEY, 


House of Representatives, 
Washington, D.C. 
Dear Mr. Dempsey: Please support bill H. R. 12488. It will help relieve the 
critical situation now facing our Nation’s railroads. 
Yours truly, 
Mrs. T. M. WRIGHT. 


PortTA.es, N. MeEx., May 26, 1958. 
Dear Mr. REPRESENTATIVE: May I call your attention to Smathers bill, 8S. 3778, 
or H. R. 12488. I think it offers some good solutions to the very grave problems 
our railroads are facing. 
Your support of Smathers bill, 8. 3778, or H. R. 12488 will be appreciated. 
Yours truly, 
B. D. HoLtioman. 


COMMISSION OF PuBLIC Docks, 
Portland, Oreg., May 19, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D.C.: 


Relative Senate bill 3778, Commission of Public Docks of Portland, Oreg., is 
the public body responsible for that city’s great maritime commerce. Portland 
is one of the Nation’s major seaports and last year handled more dry cargo 
export and import than any other Pacific coast port. During 1957, the city’s 
total maritime commerce totaled 9,933,477 short tons. The people of Portland 
have some $40 million invested in their marine terminal facilities and operate 
approximately 20 publicly owned deepwater berths. The Commission of Public 
Docks of the city of Portland, Oreg., is deeply concerned over language of section 
5 of above bill. We earnestly urge that no language be permtited in this legisla- 
tion which will deprive any form of transportation of consideration before the 
Interstate Commerce Commission in connection with any rate questions whatso- 
ever and/or which will deprive or in any way prevent any form of transportation 
from presenting its case before that body in all rate questions that may in its 
opinion affect it. 


THOMAS P. GuERIN, General Manager. 





INTERCOASTAL STEAMSHIP FREIGHT ASSOCIATION, 
New York, N. Y., May 15, 1958. 
Hon. OREN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR MR. CONGRESSMAN: It is my understanding that your committee will 
shortly hold hearings which will deal with matters similar to those recently 
considered by the Senate Committee on Interstate and Foreign Commerce, 
which has now reported to the Senate S. 8778. I should greatly appreciate it if 
you would record with your committee the views which this association ex- 
pressed to the Senate committee in a telegram under date of May 14, which reads 
as follows: 

“This association, whose members carry aliost 100 percent of common carrier 
cargo between Atlantic and Pacific coasts of United States, protests S. 3778. 
Intercoastal carriers need financial support far more than railroads. Inter- 
coastal fleet has shrunk to small fraction of prewar size and several lines al- 
ready forced out of trade. For Federal Governuent to financially support rail- 
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roads without tendering corresponding support to intercoastal carriers is to 
finance railroads in their competition against us in this trade, particularly in 
view of the fact that such financial aid embraces funds for refinancing, operating 
expenses and working capital. Even under existing law we are threatened with 
extinction. The proposed financial aid extended only to railroads will even by 
itself be inequitable. When such aid is coupled with the proposed change in 
section 15a of the Interstate Commerce Act an intolerable situation is created.” 
Very truly yours, 
Harry S. Brown, Chairman. 


INTERCOASTAL STEAMSHIP FREIGHT ASSOCIATION, 
New York, N. Y., May 22, 1958. 
Hon. OREN HARRIS, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CoNGRESSMAN: Thank you very much for your letter of May 19 in 
which you state that our views regarding S. 3778 expressed in my letter to you 
of May 15 have been made part of the official record of the hearings now being 
held by your committee on similar matters. 

I did not have before me at the time my letter was written a copy of H. R. 
12488, which is apparently identical with S. 3778; nor did I know at that time 
that the Senate committee had decided to give separate consideration to sec- 
tion 5 of the Senate bill. The records of your committee hearings on H. R. 6141 
and H. R. 6142 in the 84th Congress and on H. R. 5523 and H. R. 5524 in the 
SSth Congress, contain testimony submitted by me in opposition to the relaxation 
of regulatory authority proposed by such bills. Section 5 of H. R. 12488 is 
equally objectionable for the same reasons I stated to your committee in that 
testimony, and I do not want to burden your committee’s work by resubmitting 
such testimony. However, in the event section 5 or any similar proposal is to 
be made a specific subject of consideration during the present hearings, I would 
greatly appreciate your including in the record the following facts, which were 
not part of my earlier testimony, and which I have taken from statement 
No. 5-57 issued by the Interstate Commerce Commission’s Bureau of Accounts, 
Cost Finding, and Valuations covering the 261 commodity classifications moving 
by rail in 1955, the latest year for which these statistics are available. 

Taking the United States as a whole, 39 of these 261 commodity classifications, 
or 15 percent of the total, were carried by the railroads at rate levels yielding 
less than the railroad out-of-pocket costs, while 78 of the 261 different classifica- 
tions, or 30 percent of the total, were carried at rates yielding less than the 
railroad fully distributed costs. When the total railroad carryings are segre- 
gated into customary geographical divisions, the figures become even more 
startling, particularly since they reflect the striking disparity of rate treatment 
given by the railroads to different sections of the country. Out of the 261 com- 
modity classifications, there were 73, or 28 percent, that in 1 or more such 
territories were carried at rates yielding less than out-of-pocket costs to the 
railroads, while there were 141 of these commodity classifications, or 54 percent 
of the total, that were carried in 1 or more such territories at rates yielding 
less than fully distributed costs to the railroads. 

If regulatory control over the railroads is to be weakened as is proposed by 
section 5 of H. R. 12488, how long will it be before the railroads will not only 
eliminate much of their competition but at the same time bankrupt a large 
segment of the railroad industry? 

Very truly yours, 
Harry S. Brown, Chairman. 


ALEXANDRIA CHAMBER OF COMMERCE, INC., 
Alexandria, Va., May 12, 1988. 
To the Members of Congress: 

The Alexandria area of Virginia, a transportation center serving the Nation’s 
Capital and its environs, is seriously concerned over the present plight of the 
railroads and earnestly petitions that remedial measures be taken to alleviate 
their present difficult situation. 

t its regular meeting on May 7, 1958, the board of directors of the Alexandria 
Chamber of Commerce adopted a resolution recommending a 3-point relief pro 
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gram which, in its view, is essential to assure adequate transportation facilities 
for the growth of our economy and for the national defense. 
A copy of the resolution is enclosed. 
Respectfully, 
ANTHONY SAELI, 
Executive Vice President. 


RESOLUTION ADOPTED BY THE ALEXANDRIA, VA., CHAMBER OF COMMERCE 


Whereas the welfare of our country and its people, in times of peace and 
of national emergency, depends on an efficient, economical, and prosperous 
common-carrier transport system, of which the railroads are a major segment; 
and 

Whereas the welfare of this community, as reflected in employment and 
industrial payrolls, depends in large part on the volume of materials, supplies, 
and services purchased annually by the railroads; and 

Whereas the railroads today are faced with a dire emergency from wholly 
inadequate earnings brought about largely by overregulation and inequitable 
competitive conditions ; an emergency which seriously threatens their continued 
existence under private ownership and operation ; and 

Whereas it is the considered opinion of most experts that a series of railroad 
bankruptcies might well trigger both Government operation of railroads and 
a general economic debacle: Therefore, be it 

Resolved, The Alexandria Chamber of Commerce petitions the Congress of 
the United States to take immediate action to— 

(a) Assure competitive equality in the field of transportation ; 

(b) Relieve the railroads of as much as possible of the monopoly regulation 
under which they are now forced to operate ; and 

(c) Provide self-liquidating financial relief to the railroads to tide them over 
this emergency. 

The Alexandria Chamber of Commerce further recommends that these 
remedial measures be taken simultaneously by the Congress since they are 
inseparable parts of a program designed, in the public interest, to restore fair 
competition in the field of transport; reduce unemployment by work on produc- 
tion of the huge volume of materials, supplies, and services which the railroads 
could purchase if they were assured of a fighting chance to operate profitably ; 
assure adequate transportation facilities for the growth of our economy and for 
the national defense; and, avoid Government operaiton of our railroads. 

Copies of this resolution are hereby ordered to be sent to all the Members of 
Congress, as well as to the Secretary of Commerce, the members of the Inter- 
state Commerce Commission, the Governor of Virginia, and the mayor of 
Alexandria. 


(Thereupon, at 3:50 p. m., the subcommittee was adjourned.) 
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